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* Banks’ Representatives Consider Finances, 
Reform 


* Sredets Bank 


93BA1071A Sofia DELOVI SVYAT in Bulgarian 2 Apr 
Yip? 


[Interview with Andrey Nikolov, chairman of the Sre- 
dets 1B (Commercial Bank), by Ivan G. Ivanov and 
Mayya Gidova; place and date not given: “The Situation 
With Loans Is Difficult’) 


[Text] [DELOVI SVYAT] Your bank is among those 
that appeared in Bulgaria as harbingers of the urgent 
need for bank reform. Nonetheless, few people know 
about it or know its possibilities. For example, do you 
have a full banking license? 


[Nikolov] The Sredets TB has a partial license. It can 
operate only within the country, i.e., for leva operations, 
the purchase and sale of foreign exchange, and foreign 
services to citizens on the domestic monetary market. 


As to when was the bank founded...I assume that you 
know that these have been banking premises since 1914. 
At different times this building has housed two or even 
three banks. The Sredets TB corporation was founded on 
the basis of branch No. | of the BNB [Bulgarian National 
Bank] in 1987. In terms of capital and operations it is a 
medium-category bank, one of many such banks in 
Bulgaria. 


[DELOVI SVYAT] Are you pleased with last year’s 
results? 


[Nikolov] We have no particular reasons to be dis- 
pleased. What matters more is that our partners are 
pleased with us. This applies to the 63,000 customers 
who keep their accounts in foreign currency. 


[DELOVI SVYAT] Let us explain to the readers a little 
bit about this concept of ‘‘average-type bank.”’ 


[Nikolov] This refers to banks with deposits of about 
1.5-2 billion leva. The big banks in Bulgaria, with bigger 
accounts and capital, are obvious—Biokhim, BVTB 
{Bulgarian Foreign Trade Bank], Mineralbank, and 
others. Naturally, they have a full license. Our Sredets 
TB could be compared, in such a classification, to banks 
such as those in Burgas, in Stara Zagora, and Khemus. It 
is of the same size as banks in some of the former okrug 
centers. 


[DELOVI SVYAT] Are you telling us that even before it 
became a BNB branch it already was a bank? 


[Nikolov] Yes, it was known as the Bulgarian Investment 
Bank. Its name indicates its basic activities, investments 
in the economy. 


[DELOVI SVYAT] When did you become director of 
the bank and is your own biography related to that of the 
bank? 
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{Nikolov] | became director last October and have been 
working in this bank for the past two and a half years. 
Before that | was deputy director and acting chief 
accountant of the Central Institute for Computer Tech- 
nology. At that time it employed 2,600 people. | gradu- 
ated in economics in 1989 


[DELOVI SVYAT] Are you satisfied with this position? 
Do you like being a director? 


{ Nikolov] Not particularly, to tell you frankly. Person- 
ally, my promotion was somewhat too rapid.... This is 
not typical in this area. Years ago, working in a Bulgarian 
bank was one of the lowest paid professions, for which 
reason it was avoided by the economists. Furthermore, 
everything was planned and programmed, and possibil- 
ities for growth were not all that substantial. When I 
came here there were only three or four bank employees, 
young like myself. | do not know, perhaps it turned out 
that it is easier for us to adapt to the new market 
conditions. However, | began as foreign currency 
accountant, then director of the foreign exchange ser- 
vice, and after Mrs. Agnesa Ilieva, who had been the 
manager of Sredets for many years, left, to become the 
executive director of the Teksim private bank, I was 
appointed as her successor. 


[DELOVI SVYAT] Does the Sredets Bank have 
branches? Do you employ many people? 


[Nikolov] Presently we have two branches, in Sandanski 
and Burgas, and a business office in the Durvenitsa 
district in Sofia. We employ about 150 people. 


[DELOVI SVYAT] What is the main service you pro- 
vide to the citizens? 


[Nikolov] Naturally, time deposits in leva. Until 
recently, we paid a higher interest. As of the 15th we 
lowered the interest to four percent monthly, which is 48 
percent annually, excluding the capitalization of the 
interest. We resorted to this reduction because many 
other banks in the country did the same. We started 
roughly with the basic interest rate charged by the BNB, 
as you may have noticed, but then it turned out that 
money in leva was being offered on the market. The 
ordinary people do not always realize that there is both a 
leva and a foreign exchange money market among banks, 
for which reason they find it difficult to understand some 
banking activities caused by market fluctuations. 


We also provide foreign currency services to citizens by 
making all the required transfers within the country and 
abroad through other banks with which we work. Usu- 
ally, a transfer to a foreign bank takes three days. 


[DELOVI SVYAT] What is the situation with loans? 


[Nikolov] We make loans to state and private companies 
and we have granted several loans to private individuals. 
At present, however, the situation with loans, in my 
view, is difficult for all banks, and not only for ours. The 
share of loans granted is declining steadily. As you know, 
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in principle, in the past the banks extended many loans 
to state enterprises, presently not serviced. 


[DELOVI SVYAT] Are bad loans the only reason for the 
difficulties or is there something else as well, such as the 
conditions themselves for making loans? 


[Nikolov] Understandably, when almost 80 percent of 
Bulgarian enterprises are in a difficult or very difficult 
financial situation, a bank has no one to whom it could 
lend available cash. At present we are forced to sell about 
200 million leva to the other banks, for we do not have 
any good credit risks that would come to us and ask for 
safe loans. Unfortunately, at the start the private banks 
began well but my personal opinion is that now one can 
see which ones among them are good professionals and 
keep their accounts straight. Some come here with big 
ideas and attractive offers. We give them money and 
then it turns out that they are experiencing difficulties. 
We are even forced to sell mortgaged housing. At the 
present time we have about 10 such homes. The cus- 
tomers have been warned that these houses will be sold 
at auctions conducted by officers of the court.... 


[DELOVI SVYAT] In the final account, could this 
increased sale of available funds on the interbank leva 
market eventually result in an increased depreciation of 
the lev? 


{Nikolov] Yes, in my opinion and the opinion of some of 
my colleagues this could be an additional reason for 
inflation. All in all, however, this way the amount of 
money in circulation is maintained. The money only 
changes owners and handlers, moving from one bank to 
another. On the other hand, you must not forget that no 
single bank in the world can afford to keep available cash 
in interest-earning accounts. 


{[DELOVI SVYAT] Especially in deposits by citizens 
or...? 


[Nikolov] Not only in such deposits, for they are not ail 
that big. We are relying on the deposits made by com- 
panies, the share of which is relatively bigger, perhaps 
double. On the other hand, the deposits of the citizens 
are relatively more stable. A company that has deposited 
$15 million may withdraw this amount within a single 
day with a letter and transfer it elsewhere if we are 
unable to offer better conditions. Citizens, however, are 
more stable as customers. If they like a bank and are 
relatively satisfied with the interest they earn they stay 
with it. However, even private citizens are beginning to 
be interested in the financial condition of the bank 
before making a deposit. 


{[DELOVI SVYAT] Do you intend to have more 
branches? 


[Nikolov] Basically, we believe that the branches work 
very efficiently. However, considering the forthcoming 
process of consolidation, it would not be sensible for a 
bank such as ours to open new branches. For the time 
being, we are members of a group that include Biokhim 
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and eight other banks throughout the country, some of 
which have branches. We must wait for the consolida- 
tion before undertaking such openings, for opening a 
new branch costs about three million leva. 


* Central Cooperative Bank 


93BA1071B Sofia DELOVI SVYAT in Bulgarian ¥ Apr 
Yi p3 


{Interview with Katerina Zarkova, chairman of the 
board of directors of the Central Cooperative Bank, by 
Mayya Gidova and Ivan G. Ivanov; place and date not 
given: “Our Greatest Capital Is Ordinary People’ 


[Text] [DELOVI SVYAT] In our country the banking 
market has become quite crowded. How successful 1s the 
TsKB [Central Cooperative Bank] in finding its place, 
given the growing competition among banks? 


[Zarkova] The reason why our bank has attracted its 
customers and the consequent considerable increase in 
our work, is the fact that the people who work with us 
recommend us, as a rule, to their relatives, friends, and 
acquaintances. We have not advertised; we have not 
tried to impose our presence. Especially in Sofia, we 
have not done so, for if we continue to expand at the 
present high rate, we would lack the necessary premises 
to handle this growth. We must have the facilities for a 
substantially greater amount of customers before we 
begin intensively to advertise, in order not to mislead the 


people. 


[DELOVI SVYAT] How do you explain the attractive- 
ness of your bank? 


{Zarkova] Frankly, in the course of discussions with our 
customers, they have expressed a truly great and sincere 
trust in us, and | would assume that this is a durable 
feeling. It dates from the time of the popular banks and 
the other cooperative banks that existed in our country. 
Few members of the young generation know thet those 
banks were widespread in Bulgaria and enjoyed the 
respect of the population. The older people, however, 
have not forgotten them. About 80 percent of all banking 
activities in the country were carried out by the popular 
and cooperative banks. 


{[DELOVI SVYAT] How was your bank created, what 
was the impetus? 


[Zarkova] The initiative came from the cooperative 
system. Not from all cooperatives, but mainly from 
consumer cooperatives and from the TPK [Labor Pro- 
ductive Cooperatives]. Agricultural cooperatives were 
not involved. 


The cooperatives had some centralized funds with 
which, under the conditions of the changes occurring in 
our country, they intended to reestablish themselves and 
that the revival of the cooperative banks be undertaken. 
The initial idea was to create, as was the case in the past, 
a number of savings and loan cooperatives and other 
banks, on that basis, essentially regional. However, had 
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we adopted this approach, the Central Cooperative bank 
would have been founded several years later, and not 
even to this day. In other words, had we started with a 
development from the bottom up, on this basis, the 
change would have been rather difficult and slow. 


In the interest of the truth, the process developed pre- 
cisely as it had in the past, not only in Bulgaria, but also 
in Hungary, and in other countries. In Central Europe, in 
the United States, and throughout the world, the initial 
creation of cooperative banks followed a similar pattern. 
We held meetings and discussions with U.S. bankers and 
with financiers from other countries. They provided us 
with full and accurate information. The development of 
this process had taken them 20 or more years. In those 
countries as well, initially the state supplied some funds 
for the time needed for the creation of a system of 
savings and loan cooperatives. Or else, the state virtually 
financed them. 


The conclusion was reached that this cannot take place 
in our country today. Even if we were to ask for money, 
the state would be unable to provide it. Considering the 
very low level of savings of the ordinary people in our 
country, the accumulation of funds in savings and loan 
cooperatives locally would have been very slow. 


That is why we adopted this method for accelerating the 
process. Our bank was created with funds from the 
cooperative system, from the Central Cooperative 
Union. 


[DELOVI SVYAT] If we understand you properly, you 
did not use any state funds, which is what some people 
are still trying to do. Is there any state participation? 


{[Zarkova] We do not have a single stotinka [penny] of 
state participation. I believe that we are the only bank of 
its kind in our country. 


[DELOVI SVYAT] However, did this not doom you in 
advance to have a small amount of capital and, respec- 
tively, to engage in insignificant banking operations? 


[Zarkova] We recently voted for a capitalization of 500 
million leva. Now (end of March—editors) our capital is 
224 million leva. We are anticipating that the new 
floating of shares, some three to four million leva’s worth 
of which have already been purchased, will be shares 
held by physical persons, totaling 100 million leva, 
without voting rights but earning higher dividends. Such 
are the facts and everyone can draw his own conclusions. 


[DELOVI SVYAT] You are a “young” bank despite the 
tradition you inherited. 


[Zarkova] We have existed since April 1991, 1.e., for the 
past two years. Therefore, the ban is indeed relatively 
young but it has had a tempestuous and successful 
development during this brief period. We started with 
three people. We lacked adequate premises and all we 
had was a single room. Now the center has 70 people and 
we have |! branches throughout the country and four 
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other are being prepared. We believe that they will open 
in May or, at the latest, June. 


[DELOVI SVYAT] You have been here from the very 
first day of the founding of the bank, have you not? 


{Zarkova] | was. | worked for the BNB [Bulgarian 
National Bank] where I was deputy chairman. I decided 
that I should resign on the day of my retirement. I left the 
BNB at the age of 55. I believe that every person must 
withdraw with dignity and at the proper time, in order to 
free the way for younger people. 


I have always worked in a bank. | began at the age of 17 
and now, in July, this will be 40 years. I have gone 
through all the stages in our profession. However, they 
asked me to help this bank and I could not refuse. 


[DELOVI SVYAT] Do you feel a negative attitude 
toward the TsKB for being a cooperative bank? 


{Zarkova] Some outsiders may think that we are a bank 
of the agricultural cooperatives. Such banks are some- 
what suspect and the attitude toward them is negative, 
perhaps because of such banks in the past. In my view, 
suspecting the new banks 1s groundless. 


In no case are we to deny that we are servicing all types 
of cooperative groups and all other companies. We do 
not deny that we are prepared to allow private individ- 
uals to participate in our capitalization, along with 
cooperatives. We intend to suggest amendments to the 
bylaws in order to allow private company and all other 
nongovernmental type of participation. Our customers 
know this and there is no negative attitude toward our 
bank. 


[DELOVI SVYAT] I do not question your words, but 
could you support this statement with figures? 


{Zarkova] Since April 1991 we have noticed a substantial 
growth in our activities: in deposits, loans, and so on. 
The amounts are almost not comparable. For example, 
from 3-billion-leva turnover in funds in 1991, the turn- 
over for 1992 was 23 billion leva. The balance figure of 
the bank, i.e., the funds we turn over as a permanent 
value, has already exceeded |.3 billion leva. Such a fast 
growth occurred particularly in the second half of last 
year, when we opened our branches. In my view, this 
could be described as our “bank expansion” on the 
market. I simply do not know how else I could define 
such a fast growth. 


[DELOVI SVYAT] In your view, were there reasons for 
such expansion other than the feelings of the people you 
mentioned? 


{Zarkova] The other prerequisite is that we were suc- 
cessful in our policy with cadres and attracted good 
professionals. 


[DELOVI SVYAT] Where did you find them? 
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[Zarkova] In other banks, naturally. We applied the 
principle of hiring for our branches two or three good 
bankers to head their activities. Along with them, we 
have accepted young people with linguistic skills and 
economic training, and if possible some experience, even 
though not in banking.... 


[DELOVI SVYAT] How did you look for them—with 
announcements, contests, or... 


[Zarkova] To tell you the truth, an excessive number of 
unsuitable candidates show up if we announce contests 
in the press. That is why we prefer to hire people who are 
indeed interested and would like to work in this bank. 
After we study their documents and on the basis of 
discussions and talks with every one of them, and find 
out what they studied, what training they have, and so 
on, we choose small groups of two or three people. It is 
thus that within each branch we ensure the presence of 
the young generation that will follow them in their 
careers. This is a new idea, very necessary for the bank. 


[DELOVI SVYAT] Are they respected by your cus- 
tomers? 


[Zarkova] We have hired honest people. In my view, 
they enjoy a high reputation in cooperatives and compa- 
nies, and among private individuals who are in contact 
with them. 


[DELOVI SVYAT] Let us now consider another aspect 
of your activities—loan policy. Do you offer loans to 
private companies? 


[Zarkova] Yes. More than 30 percent of our loan invest- 
ments are in private companies. By the end of last year, 
461 of our loan users were single merchants; 57 were 
state companies, 54 loans were granted to private indi- 
viduals as consumer credit, and 303 loans went to 
cooperatives. This was the situation at a given date and 
although, on the basis of turnover, loans throughout the 
year are much more numerous, this gives us an idea of 
the breakdown of our loan activities. 


Furthermore, we are trying to be as close to the popula- 
tion and to the cooperatives as possible so that we could 
be useful to them. This is accomplished by having small 
offices in remote areas where, nevertheless, there are 
sufficient customers to make banking profitable. 


[DELOVI SVYAT] Is this same ratio maintained in 
capitalization? 


[Zarkova] No. The capital is essentially that of the TsKB, 
the consumer cooperatives, and the TPK. By the end of 
last year, when we floated some shares for free sale, 
without having offered them on the exchanges, a small 
number of physical persons participated. 


{[DELOVI SVYAT] Do you rate yourselves as a big bank? 


[Zarkova] Yes. At its founding our bank had the most 
capital. Now, with the consolidation, unquestionably 
many other big banks will emerge. 
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[DELOVI SVYAT] Do you have problems with bad 
loans? 


{Zarkova] No, we have loans the repayment of which will 
either be delayed or rescheduled. On some loans we shall 
demand immediate payment and, if necessary, sue. 
However, there is no loan that cannot be repaid. 


[DELOVI SVYAT] The interest rates you paid on time 
deposits were the second highest among the commercial 
banks in our country. Will this continue in the future? 


{Zarkova] Generally speaking, we try to pursue a mod- 
erate policy in this respect. It is true that in the past few 
months we paid high interest rates but this triggered a 
substantial flow of time deposits and deposits by private 
citizens and companies. Compared to 1991, open-end 
deposits were 197 percent higher in 1992; children's 
deposits increased by |,315 percent and time deposits by 
19,381 percent, i.e., by a factor of 1,900! I already 
cautioned you that those are not comparable figures. 
Currently, people are refraining from seeking loans. This 
is also the result of some restrictive measures in trade, 
for, let us not kid ourselves, loans are currently requested 
mainly by commerce. That is why our council of direc- 
tors, taking into consideration the fact that the cost of 
loans was dropping because of a surplus of offers at the 
marketplace, while the cost of time deposits remains 
high, decided to lower the interest paid on deposits as of 
22 March. Actually, this decision was unanimously 
adopted by; the members of the Bulgarian Association of 
Commercial Banks. 


[DELOVI SVYAT] Do you have a full license, allowing 
you to work abroad? 


[Zarkova] We have an almost full license. We have 
correspondent accounts with foreign banks and the right 
to make payments. We have no right to direct use of 
loans from foreign banks. For the time being, however, 
this problem does not bother us. What matters more is to 
be able to settle our customers’ accounts with foreign 
countries. This year we shall expand our activities in that 
area. 


{[DELOVI SVYAT] Readers ask whether there are pow- 
erful cooperative banks in the world. We are asking you 
on their behalf. 


{Zarkova] Yes, naturally! Some of the very good and big 
banks in the world are cooperative. Take for example the 
Credit Agricole or the Credit Lyonnais, or some German 
banks. These are good examples. 


Everywhere, such banks enjoy the trust of ordinary 
people. They are viewed as the banks of small and 
medium-sized business. In other words, they are not 
banks used by big capital, in which profits are much 
bigger and earned with considerably less efforts. How- 
ever, the risk there is quite high. Conversely, our type of 
banks is safe. 


[DELOVI SVYAT] Will you follow this model? 
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{Zarkova] We shall not refuse to service more powerful 
or bigger customers. On the contrary. We want that, and 
many companies have come to us because of our good 
and prompt services. 


However, the bank cannot be taken over by big capital. 
Our shares are based on a special system. They uphold 
the cooperative principle of one member-one vote. Per- 
haps one day it will be decided that under market 
conditions this is not the best system, for those who 
invest more capital are now unable to control through it. 
All they do is earn high dividends. Such is the situation 
for the time being. 


For the immediate future, we rely greatly on the savings 
and loan cooperatives that are being established and that 
will constitute the first echelon, the broad foundation of 
the regional banks. The banks themselves will operate on 
the basis of the shareholding principle. 


* Slavyani Bank 


93BA1071C Sofia DELOVI SVYAT in Bulgarian 30 
Apr 93 p 3 


[Interview with Mircho Peykovski, executive director of 
the Slavyani Bank Corporation, and bank spokesman 
Enyo Savov, by Ivan G. Ivanov and Mayya Gidova; 
place and date not given: “The Most Difficult Part Is the 
Start’’] 


[Text] [DELOVI SVYAT] So far we have asked many 
bankers the following question and everyone has given 
us a different answer. Let us try you: Is it difficult to 
found a bank in Bulgaria? 


[Savov] Judging strictly from the experience of the 
Slavyani Bank, we should admit that founding a bank is 
very difficult. The idea developed a long time ago, more 
than a year. An attempt to implement it was made as 
early as 5 May 1992, when the first constituent meeting 
of the Slavyani Bank was held. As an international bank, 
according to the then regulations in effect, it had to have, 
as was put on the books, a statutory capital of 100 
million leva. Two days later, however, on 7 May, a 
resolution was passed increasing the minimal amount of 
the statutory capital required in the case of banks 
engaged in domestic and international activities. It was 
raised to 200 million leva and holding a new constituent 
meeting became necessary. The meeting was held on 30 
June 1992. A capitalization of 500 million leva was 
approved. This called for finding a huge amount of 
money, which proved to be exceptionally difficult. There 
were contradictions in the interpretation of the commer- 
cial law, according to which 25 percent of the subscribed 
statutory capital had to be paid up in order to register a 
bank. There was also the resolution of the BNB Admin- 
istrative Council, dated 7 May, as well as the Law on 
Banks and Savings, that was passed later. Naturally, the 
strictest requirements were those that were set at the 
start of this year by the country’s Central Bank, 
according to which the entire subscribed statutory cap- 
ital should be paid up before we could start work. 
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Without criticizing legal acts and regulations in this area, 
we could mention that some licenses were issued to 
banks whose capital was far below the requirements of 
even the 7 May resolution of the BNB Administrative 
Council. However, for the firs! time, these requirements 
were literally applied to the Slavyani Bank and even 
strictly in accordance with the interpretation of regula- 
tion No. 2 of the BNB Administrative Council of 1993. 


Therefore, due to such difficulties the Slavyani Interna- 
tional Bank was not able to function. The creation of a 
new initiative committee became necessary. The com- 
mittee met in October 1992 and scheduled yet another 
constituent meeting. The meeting was held on 2 
December. Once again there was a capital subscription. 
Those who had already paid up were asked to reregister 
their deposits, to increase or reduce them, if they so 
desired. In other words, the Slavyani Bank was simply 
recreated. 


In today’s situation, it intends to cover the distance from 
an idea to its implementation in two stages: initially with 
a domestic license and a more limited range of services 
to the customers; in the second stage, with all the options 
provided by a full banking licens’, which would include 
international activities. 


[DELOVI SVYAT] Would you say now that yor have 
solved your problems? 


[Savov] The deadline issued to the banks with the 7 May 
1992 BNB Administrative Council resolution on having 
the required minimal capital is 31 May 1993. Although 
in Our case, once again, the interpretation that will be 
adopted will be important, we find ourselves in a more 
disadvantageous position compared to the other banks. 


[DELOVI SVYAT] Will you be able to meet the dead- 
line? 


[Savov] We are doing everything possible to meet the 
requirements for obtaining a license. We are scheduling 
another general meeting of shareholders, for it is the only 
one that has the right to amend the bank’s bylaws. The 
bylaws stipulate that the balance between the subscribed 
and the paid-up capital (75 percent) must be deposited 
by the stockholders within six months following the 
bank’s registration. It is entirely natural, with the for- 
mula used in issuing a license to the Slavyani Bank, that 
amendments must be made to the bylaws. We shall 
Suggest some other changes as well. 


The meeting will be held in the second half of April. We 
hope, bearing in mind the truly great interest shown in 
the work of a bank such as ours in Sofia and in the 
provinces, that we shall succeed. 


[Peykovski] Let me add this: The decision of our admin- 
istrative council is that we can begin operations after 200 
million have been paid up. 


We shall try to beat the 31 deadline if possible. 








[Savov] My personal view, actually, is that | doubt that 
the licenses of banks that fail to meet the requirements 
concerning capitalization within the deadline set by the 
BNB—3! May—will be withdrawn. This, however, is a 
different matter. 


[DELOVI SVYAT] Indeed, this is hardly your problem. 
You probably are concerned with your own worries and 
interests. Speaking of them, what niche in the market 
would the Slavyani Bank like to occupy? 


[Savov] After carrying out all the operations stipulated in 
Article 1, paragraph 2, of the Law on Banks and Credits, 
the bank will be a normal bank and will function like any 
other commercial bank in our country. The aspiration of 
founders of our bank is for the bank to contribute to 
establishing business contacts with Russia and the other 
members of the CIS, as well as with the entire Slavic 
world. That is the reason for the bank’s name. 


How will all this be accomplished? We are working on 
this problem but, specifically, it is very difficult to know 
how to resolve it. Payments between Bulgaria and the 
remaining Eastern European states, including the Slavic 
countries, have been greatly disrupted. The vacuum in 
financial relations must be surmounted. 


That is the niche we would like to occupy. Many of our 
businessmen need a financial institution to back them in 
settling accounts with Russia, something that is quite 
difficult at present, as well as with Ukraine, Belarus, 
Kazakhstan, and other states. So far we have discussed 
this problem mostly on the theoretical level, and my 
hope is that in the near future we shall also develop a 
streamlined practical concept. 


[DELOVI SVYAT] Nonetheless, do you not feel that this 
is to be a big “bite’”’ for a bank? This is a huge market, 
involving billions.... 


[Peykovski] Let us not speculate on the word “niche.” 
When we use it, when we say that we would like to find 
a place in that area, we do not lay any claim to be the 
only bank that could encompass everything or that we 
could carry out such a huge task of restoring the 
destroyed structures of payment within the former 
CEMA. The Slavyani Bank will use its own method in 
the search for solutions, with the steady help of the 
Bulgarian Central Bank, the Central Bank of Russia, and 
the other commercial banks. We shall try to find ways 
and means to help economic relations and, more espe- 
cially, banking services between Bulgaria and the mem- 
bers of the former socialist camp. 


[DELOVI SVYAT] Very well, but you certainly realize 
that it is precisely now that there are many people 
wishing to “penetrate” this space! 


[Peykovski] There is absolutely nothing reprehensible in 
this. We support the principle of competition: Let the 
best man win.... 
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[Savov] More precisely, those who are able to find the 
key to the resolution of such difficult problems, let them 
“lead” the others. Let them be first in such activities. 


[DELOVI SVYAT] So, do you view any other bank as 
competitors, for example, Bulgarsovinvest? 


[Peykovski] Why precisely ‘competitor’? Why not 
“partner”? 


[Savov] The principles of competition do not indicate 
that we should look at the private banks as rivals. We see 
all existing private and other commercial banks in our 
country above all partners, which is something different. 


Loyal competition is natural and inevitable. Today we 
cannot do without it in our country. it is greatly neces- 
sary. Without it nothing could be achieved in providing 
better banking services or improving our efficiency. It is 
as ordinary a phenomenon as the other trends, such as 
efforts to found and manage an association of commer- 
cial banks in our country. These are normal manifesta- 
tions of the private sector that is being developed in our 
country. 


[DELOVI SVYAT] Since you speak of better services, do 
you intend to do something different in this respect, shall 
we Say In international operations? 


[Savov] We are discussing some modern ways and means 
of servicing our clients. In no case, however, will they 
appear immediately, or at least not this year. Still, we 
have in mind methods used in Western Europe and the 
United States. The introduction of a modern computer 
system that would include the bank branches, credit 
cards, and so on, are things which, I assume, every more 
substantial bank in Bulgaria would like to have. How- 
ever, we still have not reached this level. 


* State Savings Bank 


93B4A1071D Sofia KONTINENT in Bulgarian 17 May 
93 p Il 


[Interview with Rayko Karagyozov, executive director of 
the DSK (State Savings Bank), by Lyudmila Videnova; 
place and date not given: “Seventy Percent of Account 
Holders in Bulgaria Have Accounts in the DSK. Here the 
Guarantees Are the Highest, According to Rayko 
Karagyozov, Its Executive Director’’} 


[Text] The DSK is the first place the Bulgarians run to if 
they have some surplus. At least such was the situation 
until recently. Rayko Karagyozov, the chief of the central 
administration of the DSK, answers the question of 
whether the DSK is the preferred family savings bank. 


[Videnova] Mr. Karagyozov, in which bank do you have 
an account? 


[Karagyozov] Naturally, I have an account in the DSK. I 
do not say this for the sake of advertising, for the DSK 
does not need any publicity. 


[Videnova] How many Bulgarians think like you? 
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[Karagyozov] I cannot possibly know their number. I can 
tell you, however, that there are 12 million accounts in 
the bank’s branches. There are 8.5 million Bulgarian 
people. Therefore, it is impossible to determine who 
much money the Bulgarian people have saved. 


[Videnova] What percentage of account holders in Bul- 
garia are DSK customers? 


[Karagyozov] According to a study, 70 percent all depos- 
itors are DSK clients. 


[Videnova] In the past all of us were your customers. 
Now, there are so many banks that a person wonders 
where to put his money. 


[Karagyozov] Naturally, we are competing against the 
commercial banks. However, the advantages of the DSK 
are obvious. Our bank enjoys 100-percent state guaran- 
tees. This means that if you have invested your money in 
the DSK this money will always be yours unless the state 
goes bankrupt. 


[Videnova] It is being said that if all depositors would 
close their accounts on the same day you would go 
bankrupt. Is this true? 


[Karagyozov] It is not, for your money is guaranteed by 
the 10 billion line of credit opened to us by the BNB 
{Bulgarian National Bank]. There is no better guarantor 
than the Central Bank. We have invested more than 10 
billion in securities issued by the Ministry of Finance. 
We have issued loans to commercial banks for about 25 
billion. Therefore, for the time being, there is no richer 
financial institution than the DSK. The commercial 
banks cannot provide 100 percent guarantee even now, 
when most of the capital they have is provided by the 
state. If the bank were to go bankrupt now, the state 
would compensate for the losses. Some day, when banks 
will be totally private, no state intervention would be 
expected. 


[Videnova] Other than security, what are other factors in 
attracting your customers? 


{[Karagyozov] In terms of family budgets, there is no 
bank to help them as much as the DSK does. 


We are the only ones offering payment accounts. Of late 
this service has been in demand. It facilitates the depos- 
itor because of the time he saves. If you have a payment 
account we can pay all your bills, telephone, heat, 
electricity, anything.... The service we provide costs no 
more than a streetcar ticket. You pay an annual fee of 20 
leva for all operations involving your account. Let me 
tell you a secret: The DSK employees use the payment 
account. They realized a long time ago that this saves 
them the time they would lose waiting in line. Let us not 
mention the fact that if you do not have money in your 
account, for two months the DSK will pay your bills. 
Naturally, we rely on the ethics of our customers in the 
same way that we act ethically toward them. In the 
Opposite case we recover the funds due in accordance 
with the law. It is only in our bank that you could draw 
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funds in any of the 217 branches throughout the country. 
We have a children’s account that earns a 51-percent 
annual interest. 


[Videnova] The interest you pay is $ \bstantially lower 
than that of the commercial banks. 


[Karagyozov] The maximum difference is five percent 
but the guarantee is 100 percent. You pay, but this is the 
reward—the fact that you are not afraid of losing your 
money. The difference between the interest paid by the 
DSK and tha. paid by the commercial banks does not 
exceed one-tenth of the total value of the interest. 


* Ekspresbank Consolidation, Financing of 
Transport Bank 


93BA1072A Sofia BULGARSKI BIZNES in Bulgarian 
23 Apr p 7 


{Article by Ivanina Mancheva: ‘‘Ekspresbank’ Will Start 
on | July”) 


[Text] The Transport Bank in Varna, which will become 
the nucleus of the group of 12 consolidated banks, to be 
known (provisionally) as ““Ekspresbank,”’ reported a net 
profit of 74,421,000 leva for 1991. Compared with the 
net profit in 1991 (after taxes), this is 100-percent 
increase. It allows the Transport Bank to issue what may 
be perhaps the highest dividends paid. 


The bank capital (basic plus additional) increased by 54 
million leva in one year. By 31 December 1992, it 
amounted to | 26,127,000 leva. The bank has a reserve of 
41 million leva. 


The assets of the Transport Bank total 3,840,000,000 
leva or an increase of 792 million leva for the year. The 
bank’s loan investments total 1,457,000,000 leva, one- 
third of which are loans in foreign currency. The Trans- 
port Bank is the first to use foreign currency options, 
which it started as early as 1991. Options are still being 
offered, based on the bank’s assessment. 


Some of the major bank customers are the Bulgarian 
Maritime Fleet Shipping Administration, Koraboim- 
peks, the Varna Shipyards, and the local railroad admin- 
istration. The shipyards are the bank’s major problem. 


“The paradox is that they have orders for years ahead. 
They also have equipment. However, they have no funds 
of their own,” said Ivan Konstantinov, the chairman of 
Transport Bank. ‘“‘The more ships they build, the more 
they go under.”’ One cannot build ships with a produc- 
tion cycle of one and a half years exclusively on the basis 
of bank loans in leva. With an interest rate of about 
60-65 percent, the cost of the building increases about 
100 percent from the interest on leva loans alone, 
according to the banker. The condition of the shipyards 
did not especially improve after the temporary financial 
aid which they received last year, and the idea of a bank 
consortium was not carried out. The shipyards need a 
great deal of money, Konstantinov said, about $40-50 











million as turnover funds, for a period of 10-15 years, 
until they can accumulate some funds from their profits, 
assuming that they show a profit. 


The Transport Bank is no exception when it comes to 
bad loans. However, according to its management, such 
problems are not so severe for the Varna Bank. Other- 
wise, the Transport Bank as well has had difficulties 
related to loans for production facilities installed last 
February, but currently insolvent. The judicial system is 
either simply ignoring or postponing the trial of such 
cases for the time being. 


The new Ekspresbank will begin its activities with a 
relatively clean loan portfolio. The Sofia bankers claim 
that it will be one of the two best new formations. 
Virtually all banks will end with a profit, with two or 
three exceptions in which problem loans affect mainly 
the former TKZS [Labor Cooperative Farms] or big state 
firms. The banks merging within Ekspresbank will report 
a total of about 130 million leva net profit. The main 
contribution is that of the two Varna banks. 


The capitalization of the new bank will amount to 
513,228,000 leva. An undistributed additional capital of 
about 20 million leva will remain. About 90 percent of 
the basic capital of Ekspresbank will be in the hands of 
the bank holding company. 


The assets of the 12, which include the Transport Bank, 
the Vuzrazhdane Commercial Bank, and the banks in 
Varna, Kyustendil, Silistra, Razgrad, Dupnitsa, 
Smolyan, Cherven Bryag, Provadiya, Devin, and Gotse 
Delchev, total about 10 billion leva. The final figure will 
become known after the general meetings of all 12 banks 
have taken place, on 30 April. 


The bank will begin with about 30 branches. New 
branches will be opened, first in the areas where Ekspres- 
bank is less well represented: in central and northern 
Bulgaria and in Plovdiv. 


As far as the Petrich Bank is concerned, which was late in 
requesting membership in the Varna group, the share- 
holders will have to make a separate decision concerning 
its acceptance. The drafting of the bylaws and the 
remaining documents for the founding of the new bank 
are in their final stage. The bank’s management will be 
based on a one-step system, with a seven-member 
council of directors that, in all likelihood, will be headed 
by a working banker and not by a figurehead. 


Unlike the procedure followed in the creation of the 
United Bulgarian Bank, no special constituent meeting 
for Ekspresbank will be convened. The decision for the 
merger of the 12 banks will be made at their annual 
general meetings that are currently being held. Such was 
the conclusion of the legal councils advising the BKK 
[Bank Auditing Commission] and the specialists at the 
Ministry of Justice. This is based on the argument that it 
is a question of existing banks and that it is not necessary 
to begin by paying up the capitalization. In order to 
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legitimize the new structure, a license issued by the BNB 
[Bulgarian National Bank] and court registration will 
suffice. 


Ekspresbank will begin operations on | July, according 
to its founders. By the end of the year, its premises in the 
center of Varna, where the bank’s administration will be 
housed, will be completed. 


* Legal Problems at First Private Bank 
93BA1072B Sofia DUMA in Bulgarian 15-16 May p | 


[Article by Lidiya Lecheva: “The First Private Bank May 
Turn Out To Be a Phantom. The Court Will Seek Its 
Constituent Minutes”’] 


[Text] The constituent minutes of the First Private Bank 
Corporation are missing, according to yesterday’s Sofia 
City Court report. In checking the documents for the 
registration of amendments and supplements to the bank 
bylaws, it became apparent that the minutes of 28 April 
1990 are missing, according to the court acting on the 
request filed by the bank on 7 May 1993. The case was 
tabled until the bank can submit the original minutes. 


So far, the bylaws have not been located, one of the legal 
counsels of the bank confirmed, who wished to remain 
anonymous. Next week the court will be asked to act 
regarding the recovery of the lost document, he said. 
Materials for the forthcoming trial have been assembled 
by the legal counsel. The interrogatioa of witnesses, and 
the checking of the documents submitted for registration 
will be done by the court on the basis of the Regulation 
on the Structure of the Courts, the jurists explained. 


The first resolution on the basis of which the First 
Private Bank was registered by the Sofia City Court is 
dated 24 July 1990, according to the bank’s spokesman 
Ognyan Yovkov. The certificate for the bank’s registra- 
tion by the court was submitted on the following day. 
Any comment on the absence of the minutes would be a 
waste of time. 


A bank representative did not show up at the trial of the 
case that Vladimir Karevski, former member of the 
bank’s administrative and supervisory council, initiated 
against the bank. As founder and owner of 2,220 1,000- 
leva name shares, he insists that the court annul in its 
entirety the instruction issued by the First Private Bank 
to its branches extending the statutory deadline for 
nominal shares. He accuses the bank of having brought 
in its own people with the right to vote, thus grossly 
violating the Trade Law and, in his view, the rights of 
stockholders. 


* Ramifications of Neftokhim Scandal Described 
93BA1072C Sofia DUMA in Bulgarian 17 Mav | 9 


[Interview with Representative Yovcho Rusev, a 
member of the parliamentary commission investigating 
the case of Neftokhim and Plama, by A. Voynova; place 
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and date not given: “The ‘Neftokhim’ Case Is Still Mired 
in the Zone of Parliamentary Twilight’”’] 


[Text] [Voynova] Mr. Rusev, my impression is that 
parliamentary investigation commissions are set up 
more to conceal facts rather than to clarify them. 


[Rusev] I believe that the creation of investigative com- 
missions is something which excites the public and 
demands the parliament to take a stance. For one, our 
commission started with the intention of shedding light 
on the facts. Later it turned out that the chairman was 
being subject to pressure by interested forces that asked 
him not to fulfill his mandate and social functions, as 
assigned by the parliament. The second mandate of the 
commission ran out on 17 December 1992. 


[Voynova] Who are the interested obstructionist forces? 


[Rusev] In the case of Neftokhim, obviously, they are 
members of the former SDS [Union of Democratic 
Forces] government, who are trying to conceal the facts 
related to the borrowing of $150 million from the World 
Bank, assigning Neftokhim to convert this amount into 
Bulgarian currency by importing and refining petroleum. 
I am surprised by a statement made by Ms. Velcheva, the 
chairperson of our investigative commission, in an inter- 
view given to ANTENI on 21 Apmil: “It turns out that a 
great variety of interests have become involved and, 
something not to be forgotten, that the public perception 
is that of a situation implying major abusz2s. Actually, 
this is a rather ordinary case.” 


[Voynova] What is the nature of the ordinariness in the 
Neftokhim case? 


[Rusev] The case is not ordinary in the least, for the 
mandate of the commission was to determine the actions 
of the state institutions, related to the use of this loan: 
the government, the Ministry of Finance, the Ministry of 
Industry and Trade, the BNB [Bulgarian National Bank], 
and the production organizations. The relatively inten- 
sive investigation revealed that the government, the 
Ministry of Finance, the Ministry of Industry and Trade, 
and the BNB had allowed illegal and illogical acts that 
prevented the efficient use of the $150 million. The 
funds from the loan were entrusted to Neftokhim via the 
Khimimport and Neftokhimimpeks foreign trade orga- 
nizations, without their participation in contracting for 
it. The method used was the same as the one used during 
the period of centralized economy: A state resource was 
assigned to an enterprise, to be used on the basis of a 
strictly determined plan for the distribution of the rev- 
enue. 


[Voynova] Who specifically in the government ordered 
this: According to the laws of the country there can be no 
collective responsibility? 


[Rusev] Up to that point the actions taken were like 
those of the “last 45 years.”” The decision was made by 
the government. At the same time, the members of the 
former government, the minister of industry and trade in 
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particular, allowed the import of petroleum products 
through foundations, fake university student and fake 
high-school student cooperatives, for they are exempt 
from taxes, excise fees, and customs dues. Under those 
circumstances, Neftokhim would not have been able to 
market the petroleum products it produced, for its status 
was not equal to these other newly hatched market 
entities. Such foundations and cooperatives began to 
offer to domestic consumers petroleum products 600, 
800, 1,000, and more than |,000 leva below the prices 
charged by Neftokhim. It became impossible for Nef- 
tokhim to compete with them. Neftokhim was assigned 
to carry out a state order under specific circumstances. 
Meanwhile, the members of the government granted 
exceptionally favorable facilities to some companies, 
foundations, and cooperatives. 


{[Voynova] Who are these members of the SDS govern- 
ment? 


[Rusev] The minister of finance and the minister of 
industry and trade. 


[Voynova] What about the foundations and the cooper- 
atives? 


{Rusev] It was not the task of our investigative commis- 
sion to analyze the activities of such foundations and 
cooperatives but to expose the behavior of state institu- 
tions. The foundations and cooperatives acted in accor- 
dance with the law. It was the government that should 
have displayed a feeling of responsibility and prevented 
the freezing of the funds from the foreign loan through 
imports and domestic trade with said petroleum prod- 
ucts under radically different conditions than those 
applicable to Neftokhim. 


[Voynova] Several months ago a great stir was generated 
by the dispute between the Elpida Company and Nef- 
tokhim. Is there any connection between the case inves- 
tigated by the commission and this dispute, as a result of 
which Neftokhim was victimized by the Law on Com- 
petition? 


[Rusev] There is a connection, naturally, but the work of 
the commission is not related to clarifying the behavior 
of the companies. Let us go back to the government. 
Actually, it was then that conditions were created for the 
extensive spreading of corruption, reflected in its 
behavior. That which took place with the petroleum 
products later became an antistate attitude in trade in 
grain, livestock, sugar, and timber. Government deci- 
sions gave advantages to a privileged circle of compa- 
nies. In this manner, in 1992 nearly 800,000 tons of 
grain and grain products were exported at prices below 
those charged on the international market but higher 
than prices charged at home. Such exports caused a loss 
to the state, turned into a rich source for the enrichment 
of middlemen and exporters. The latter paid miserable 
prices to the domestic producers. They purchased wheat 
at 1,300 leva per ton, which they sold for $100 although 
the price on the international market was about $115. 
The net profit from this operation was about 1,100 leva 
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per ton. Such was the scheme used in spreading corrup- 
tion protected by the SDS government. The same 
applied to alcohol and cigarettes. Thus, in one year, the 
benefiting firms, groups, and private individuals accu- 
mulated a tremendous amount of wealth at the expense 
of the producers. Some of them, however, owe money to 
domestic suppliers but no one is holding them liable for 
payment. 


{Voynova] Did they pay their taxes? 


{[Rusev] The commission did not check this. Obviously, 
according to the law, no taxes are paid by foundations 
and cooperatives. 


[Voynova] Therefore the enrichment was legitimate. In 
that case, what should bother us? 


[Rusev] On the surface, the enrichment is legitimate. A 
few facts are bound to concern the public and the 
pa..'ameat. In the operations involving Neftokhim, the 
government did everything possible to conceal the facts. 
At that time, on the instructions of Sokolov, the minister 
of internal affairs, masked policemen took over the 
premises of Khimimport and removed the documenta- 
tion. No one knows what they did with it. When corrup- 
tion becomes state policy the criminal world feels that its 
hands have been untied. That was precisely the task of 
Our investigative commission: to find out if there are 
facts to prove an antistate and antisocial behavior on the 
part of state institutions. 


[Voynova] Is it possible for members of the i:vestigative 
commission, affiliated with the PSSD [Parliamentary 
Union for Social Democracy] to submit a minority 
report? 


{[Rusev] This is not necessary. In the interview I men- 
tioned, given by Miss Velcheva to ANTENI, she said 
that she will submit a report. This year she held two 
meetings, in February and March, without attending 
them herself. In my view, Miss Velcheva is scorning the 
mandate issued by the National Assembly. 


{[Voynova] Another commission was set up by the 
Council of Ministers to investigate the Neftokhim case. 
Is the government exercising any kind of control over the 
use of the loaiy granted by the World Bank? 


{[Rusev] Before coming minister of finance, Ivan Kostov 
greatly insisted on the creation of an audit Office to 
supervise the state budget revenue and expenditures. 
After he became minister, however, he did everything 
possible not to apply this law. Today, no one is super- 
vising state budget revenue and expenditures. 


{Voynova] The World Bank loan was to be used by the 
State Reconstruction and Development Fund. How 
much did it receive in 1992? 


[Rusev] In this case, in addition to the Ministry of 
Finance, the BNB as well failed to meet its obligation to 
supervise this fund, which was left without assets. The 
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assets amounted to about 4 billion leva. Adding the 
interest, this is more than 5 billion, or 20 percent of the 
present budget deficit. 


[Voynova] Where should we be looking for the 4 billion 
leva? 


[Rusev] The Neftokhim management had asked for no 
more than $60 million to be used as working capital. It 
intended to purchase and refine the petroleum itself and 
market the goods and, within a certain period of time, 
repay the money. The government provided $150 mil- 
lion but created impossible conditions for the enterprise 
to work. It is as though its purpose was to close down 
Neftokhim, the foundation of our energy system using 
liquid fuels. In the past this refinery, with its modern 
equipment, had been secured with petroleum supplied 
from the Soviet Union and the Arab countries on a 
planned basis. Again, on a planned basis, the profits were 
not used for the development of Neftokhim but were 
centralized and redistributed through the budget. Nef- 
tokhim cannot convert overnight from planned to 
market principles and be rid of the debts accumulated as 
a result of state investments. It is now being said that the 
state will no longer be involved, and that the manage- 
ment should cope under these circumstances as best it 
can. With such accumulated long term loans and without 
its own working capital, this means the liquidation of the 
enterprise or reducing it to such a miserable state as to 
sell it for virtually nothing. The method used to hit 
Neftokhim was applied to the military-industrial com- 
plex, the food industry, and ore mining. 


[Voynova] In the final account this leads us to the 
realization that some people are individually responsible 
as well: Kostov, Pushkarov, Sokolov and, perhaps, Filip 
Dimitrov as former prime minister of the SDS govern- 
ment. 


[Rusev] It is the job of the prosecutor and not of the 
investigative commission to determine liability with 
proven personal benefits or benefits to third parties with 
the help of one’s official position. 


{Voynova] Who in the National Assembly can order the 
submission of the report of your investigative commis- 
sion chaired by Miss Velcheva? 


[Rusev] The National Assembly chairman knows that 
there is an investigative commission dealing with a 
major problem but with a mandate that expired a long 
time ago. 


* Balkankar Official on Financial Problems, 
Exports 


93BA1072D Sofia PODKREPA (supplement) in 
Bulgarian 3 May 93 p 4 


[Interview with Prof. Georgi Georgiev, Balkankar first 
deputy general director, by Zhelyu Zhelev; place and 
date not given: “In a Recession, Surviving Through the 
Use of Nontraditional Forms of Trade’’] 
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[Text] (Georgiev) Bulgaria satisfied the needs for lifting 
and hauling the equipment of all countries in Eastern 
Europe. Until three years ago, matiers were clear: There 
was a specific market, a certain number of machines, and 
defined ways of payment within the framework of 
CEMA. An attempt was made to introducc payments in 
convertible currency, although not a single one of the 
countries within that organization was able to do so. 
Then, partially, the clearing system was applied. What 
matters today is that the economic system within which 
Balkankar was the main supplier collapsed. The second 
factor was the breakdown of the USSR where our goods 
were sold. A tempestuous economic crisis broke out in 
that country, and unpredictable inflationary processes 
developed. They reduced the solvency of the consumers. 
Investment funds were reduced to a minimum. This 
limited our possibilities of selling on that market. Under 
those circumstances, usually the companies raise the 
white flag and surrender, go bankrupt. 


[Zhelev] On the occasion of its 45th anniversary, the 
company raised a number of white flags with the Bal- 
kankar emblem, but they were not a sign of surrender. Is 
that not the case, Professor Georgi .” 


[Georgiev] Precisely. Despite the difficulties, Balkankar 
did not surrender. We started looking for noncentralized 
market forms of trade in the big world of the former 
Soviet Union. However, this forced us to conclude risky 
deals with an extended “cash-commodity-market” cycle. 
Attention was paid to the most serious method of trading 
under those circumstances—barter. This, however, con- 
ceals complications: The conversion of the commodities 
into cash is not immediate. The goods received must be 
sold at favorable prices. A market must be found for 
them and export possibilities must be secured. This 
involves obtaining export mghts or licenses 


{Zhelev] But since you had no other possibility” 


|Georgiev] This was, indeed, the only way for Balkankar 
to retain its share of presence in the CIS. Had things been 
normal in Bulgaria, this time loss would not have had 
such an impact. However, inflation in our country is 
averaging 80 percent, the interest rate is close to 60 
percent, and international prices remain virtually stable. 
After a four-year crisis, our own capital was exhausted 
and our need for working capital was covered with bank 
loans. This drastically increased financial costs. In 1992, 
30 percent of the company’s total expenditures went to 
interests. On top of everything else, we have a fixed rate 
of exchange of the national currency, which is another 
sure way leading to financial losses. In leva, this year, our 
earnings per machine are the same as last year's. In 
practice the situation is such that we receive the same 
amount of money for the same item, after having paid, 
for the year, 60 percent of our production expenditures 
to the bank. Meanwhile, inflation has increased the cost 
of labor and materials by 25-30 percent. 
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It turns out that our plant profitability should reach a 
minimum of 70 percent if we are to survive in this 
macroeconomic situation. This is unattainable, 


[Zhelev] With a normal combination of macroeconomic 
regulators the rate should be reduced to a certain pro- 
portion, consistent with the rave of inflation. Such is noi 
the case in our country. In the final account, what will 
the consequences be” 


[Georgiev] In practice, devastating macroeconomic con- 
ditions have been created in Bulgaria in terms of the 
export orientation of production companies with a 
longer marketing cycle. Whereas other countries in sim- 
ilar situations artificially devalue the'r currencies to 
Stimulate exports, we are doing the opposite. It is as 
though we are forgetting that imports means exports of 
national wealth and that it is through exports that an 
economy becomes successful. Therefore, at present we 
are being squeezed from both sides: We are forced to 
maintain our presence in a difficult market—the former 
states of the USSR (and we must not lose this market, in 
the long term)—and work under conditions of an 
abnormal domestic financial situation. 


{Zhelev} The question arises of what is to be done, for the 
macroeconomic regulators could hardly be corrected as 
rapidly as we would like? 


[Georgiev] Until normal relations are established, as 
those in normally developing countries, our state must 
take care of its property. Balkankar has a great potential, 
with its plants, buildings, technological equipment, 
installations, cadres, and development and technological 
institutes. We are manufacturing a product without 
which no single economic sector can function. This 
product is in demand. It is basically profitable. Add to all 
this the global market network and the company’s pro- 
duction system that is able to manufacture and sell as 
many as 60,000 to 70,000 machines annually, and to 
provide a livelihood to 30,000 people directly involved 
in the production process and to another 40,000 
throughout the country. It is clear that the need for the 
existence of Balkankar 1s unquestionable. 


{Zhelev] Professor Georgiev, will these major financial 
difficulties hinder your competitiveness? 


{Georgiev} Our technology is as good as that of other 
companies throughout the world that produce lifting 
equipment. All specialists are unanimous in that we are 
on the level of world competitiveness. Historically, a 
mentality of neglect of the fine points of execution, and 
of the strict observance of technical requirements had 
developed in our country. However, the crisis shook up 
a number of people and now we can compete on a 
worldwide basis in terms of production quality. 


[Zhelev] How will you keep your cadres, could they 
“drain off" into foreign countries” 


[Georgiev] There is no draining of our cadres. A number 
of individual privately owned companies were created, 
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engaged in activities similar to ours, and were joined by 
some of the specialists. This is not bad, it is no hin- 
drance. This happens throughout the world: In a symbi- 
otic relationship, many small companies surround the 
big ones. Metaphorically speaking, they earn their 
“appetizer” by adding something to large-scale produc- 
tion. Occasionally we may also notice some dirty opera- 
tions, such as attempts to steal an intellectual product. 
However, this is not a characteristic feature. The essen- 
tial feature that defines the present development is the 
crisis in the Bulgarian economy and, therefore, the 
difficulties affecting Balkankar, which was able to sur- 
vive thanks to noniraditional forms of trade. Such sur- 
vival cannot go on under these circumstances if the state, 
as the owner, does not properly intervene. 


[Zhelev] What are the prospects concerning Balkankar 
ownership? 


[Georgiev] I believe that for quite some time the state 
will continue to be Balkankar’s owner. This does not 
exclude the participation of individual investors or the 
owning of shares by our blue and white collar workers. 
We have already made a survey among the workers, 
indicating that about 8 percent of the property could be 
owned by them. 


[Zhelev] In 1990 the Ministry of Industry commissioned 
the U.S. company Morgan and Stanley and the British 


JPRS-EER-93-065-S 
8 July 1993 


company Ernst and Yank to analyze and make a market 
assessment of Balkankar in order to prepaie it for 
privatization, on the basis of world standards. Using 
methods accepted throughout the world, they provided 
data that was included in the global information system 
of looking for investors. Until July 1991 all leading world 
companies in this sector had expressed an interest. In 
October, however, we received a fax on the temporary 
freezing of the interest. Why was that? 


[Georgiev] Whereas in the July the candidates consid- 
ered Balkankar a company that dominated the Eastern 
European markets, i.e., the possibility of Western repre- 
sentatives of this sector to enter new territories, only one 
month later the development of events in the former 
USSR and the unstable political and economic climate 
cooled off the interests of the foreigners. 


We are currently updating the study and analysis made 
by Morgan and Stanley and Ernst and Yank. Once the 
state authorities initiate the privatization procedure, 
potential investors will be informed of the facts once 


again. 


Our purpose is to obtain capital and loans from interna- 
tional banks at a standard interest rate. At that point the 
picture will change immediately. The problems should 
be resolved completely by the end of the year. 
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* Orban on FIDESZ-MDF Relations, Coalition’s 
Prospects 

93CH0696A Budapest NEPSZABADSAG in Hungarian 
] Jun 93 p 1 


[Report on interview with Viktor Orban, chairman of 
the Alliance of Young Democrats, by Attila Gy. Fekete 
on 29 May; place not given: “Early Election Rather Than 
Unstable Government; Viktor Orban Says Vote on Sup- 
plementary Budget Will Be ‘Moment of Truth’”] 


[Text] “The Hungarian Democratic Forum [MDF] is 
faced with its deepest crisis since 1990. However, the 
moment of truth will only come at the vote on the 
supplementary budget; if the prime minister does not 
succeed in stabilizing the internal relations of his party, 
the government could collapse,’ Viktor Orban, 
chairman of the Alliance of Young Democrats [FIDESZ] 
said Saturday in an interview with NEPSZABADSAG. 
In reply to our questions he talked about the chances of 
a minority government in Hungary, the possibility of 
early elections, and the lessons of the headquarters affair. 


The chairman of FIDESZ explained: The deepest crisis 
of the MDF since its existence can now have a direct 
effect on the government's operation and, ultimately, on 
the country’s stability. Analyzing the reasons, Orban 
said: 


“The prime minister created a peculiar system of gov- 
ernment in Hungary. Unlike in other multiparty parlia- 
mentary democracies, in Hungary it was not the parties 
themselves which entered into a coalition agreement, but 
rather the parliamentary groups of the parties. Within 
the MDF, there has always been a group which sup- 
ported Csurka’s endeavors rather than the line hall- 
marked by Antall’s name, but up to now, the effect of 
their utterances and activities had no influence on the 
work of the parliamentary group and of the government. 
Now, however, the question is, how many people are 
behind Csurka? Will Antall still have 50 percent plus one 
vote to govern?” 


According to Orban, the MDF’s moderate wing knows 
very well that the present coalition cannot be maintained 
after 1994, if for no other reason, then because of the 
disintegration of the Smallholders’ party. Of course, this 
does not mean that they are resigned ahead of time to 
losing the election. At any rate, they are apparently 
trying to make the MDF palatable to future coalition 
partners. If they succeed, in 1994 the victorious side can 
count on one more party when forming the government, 
Orban said. On the other hand, the Csurka line, in the 
estimation of the FIDESZ chairman, insists on keeping 
the party together, but in such a way that contrary to the 
decision by the latest national assembly, their line, not 
Antall’s, would be dominant. They would divide the 
political forces, and if necessary, the entire society, along 
ideological lines. 


“*Is it conceivable that the Antall cabinet will be forced to 
govern by minority rule?” we asked. Orban did not 
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preclude this possibility. “However, for minority rule, an 
appropriate political atmosphere is necessary, and an 
established system of cooperation among the parties. In 
Hungary, the relationship between the participants in 
political life is increasingly tense,” the chairman of 
FIDESZ warned and added that he did not believe it 
likely that Jozsef Antall was prepared to rule from a 
minority position, “by the grace of the opposition,” or 
accept a proposition that his cabinet stay in office until 
the election as a managing government, like the Nemeth 
government did in 1990. However, the FIDESZ 
chairman does not preclude the possibility that Jozsef 
Antall will succeed in regrouping the forces of his party, 
and even if some people leave the parliamentary group, 
minimal support necessary for him to govern will be 
maintained. The moment of truth will come at the vote 
on the supplementary budget, at the latest, Orban claims. 


“If parliament votes against the government, Antall 
must decide whether he will start negotiations with the 
parties in parliament about minority rule, or hand in his 
resignation. In my opinion, early elections are better 
than having a lame duck government for a few months 
which, instead of leading the country out of the crisis, 
would only lead it deeper into it.” 


Speaking about the headquarters affair, Orban stated 
with satisfaction: “In the beginning, the two parties were 
accused of a violation of the law, of managing their real 
estate deals through secret agreements behind the backs 
of the parties in parliament. Since then, the war of 
numbers has also calmed down; while in the beginning 
some people spoke of proceeds of 3-3.5 billion [forints], 
today everyone speaks of the actual proceeds of 650-650 
million. Thus, the only remaining objection to the trans- 
action is that it was not a fortunate move to sell the 
property. I can only reiterate our position: We received 
the real estate legally, in accordance with the agreements 
among the six parties, and we did not receive more 
square meters than we were entitled to.” 


In reply to the question of what he thinks of statements 
which morally object to the sale of expensive real estate, 
Orban stated: FIDESZ applied and is applying the 
income from the sale to the expansion of its network of 
offices in the countryside, to the repayment of its debts, 
and to increasing the primary capital of its one-person 
incorporated company. Legally, the party wag entitled to 
sell the property; the competent organs of FIVESZ knew 
about the transaction, together with everyone involved 
in the real estate market. 


“I am convinced that the utilization and sale of real 
estate is a more auspicious solution, and better for the 
preservation of the party’s independence, than availing 
oneself of foreign support in order to maintain smooth 
operation,” the FIDESZ chairman said. “‘A completely 
legal transaction was used against us in such a way that 
whatever we say, we will only become more suspicious.” 
In Orban’s opinion, what happened signals the beginning 
of a much rougher election campaign. “In 1990, in my 
district, leaflets were distributed from helicopters, 
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Claiming that I was guilty of rape, and only my powerful 
communist father saved me from being held responsible. 
Neither assertions were true. Still, I saw another article 
analyzing my father’s nonexistent Communist past. We 
must brace ourselves that this is what this campaign will 
be like. However, we cannot let it happen again that 
although we do everything lawfully, we are smeared....” 


— Deputy: FIDESZ ‘Sold Out’ SZDSZ for 
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{Article by Zoltan Szabo, national assembly representa- 
tive of the Hungarian Socialist Party (MSZP) and vice 
chairman of the National Committee of the MSZP: 
“They Come, They Go, They Stay; FIDESZ Sold Head- 
quarters and SZDSZ”’} 


[Text] Approximately a month ago, following the 
Debrecen congress of the Alliance of Young Democrats 
[FIDESZ], on the pages of this newspaper I sketched the 
political strategy which, I thought, could explain the 
policy pursued by the Young Democrats last year. I 
thought the strategy of the most popular party was 
determined by the realization that the customary polit- 
ical system of European democracies will slowly but 
surely be established in Hungary, as well, with a large 
center right and a large center left block, respectively, 
and a relatively small liberal block between them. I 
thought the Young Democrats assessed that the 15 
percent of votes which could be obtained in the liberal 
camp were not worth sharing with the Association of 
Free Democrats [SZDSZ], fighting a war to the knife for 
each and every percent. And since on the left the 
Hungarian Socialist Party [MSZP] has stabilized and 
was getting stronger, I thought that a logical path, though 
not without dangers, was opening up for FIDESZ: To 
start on the road to filling the position of center right 
which is currently vacant. 


For me, the policy of the Young Democrats since last 
summer seemed to be the consistent realization of the 
following plan: To isolate the left wing within the 
SZDS7, and in alliance with the thus weakened Free 
Democrats, to win the election in such a way that among 
the two liberal parties the FIDESZ would come out 
unquestionably stronger, and then, calling the remnant 
of the defeated coalition, with Csurka and Torgyan 
removed, for reinforcement, form a government, thus 
achieving hegemony on the right. I thought that for the 
consistent realization of this strategy, the public image of 
FIDESZ must be revamped, and this is where I thought 
to have found the explanation why the Young Demo- 
crats voted in parliament together with the government 
coalition on such issues as raising pensions, the law on 
symbols, or the support of small religions. 


In the end, it always turns out that the truth is much 
simpler than one would have thought. It is balm for the 
wound that others shared it [the misconception]; at least 
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an article by Tamas Bauer in the 22 May issue of 
NEPSZABADSAG (“Who Must Go?”) seems to point in 
this direction, contrary to Laszlo Salamon who, 
according to his article in reply (“The Question Is Also 
Who Must Come,”” NEPSZABADSAG, 24 May) thinks 
that Tamas Bauer sent a message to them (i.¢., to the 
Hungarian Democratic Forum [MDF] center), namely, 
that the SZDSZ does not want to enter into a coalition 
with them; in my opinion, it would have been a waste of 
paper and ink for the Free Democrat politician to do so, 
after his party had clearly stated that it regarded the 
MDF as its primary adversary in 1994. If I read the 
article correctly, Bauer, sharing my misconception of the 
FIDESZ strategy, addressed a warning to the Young 
Democrats; in particular, that this strategy is not palat- 
able to influential groups within the SZDSZ. They accept 
FIDESZ as an ally, or even as a dominant partner in the 
liberal camp, if this is what the voters decide, but they do 
not wish to take part in a government led by Young 
Democrats in which they [SZDSZ] are on one side, and 
Antall’s center on the other, and thus they can constantly 
be pitted against each other. 


However, the MDF-FIDESZ headquarters scandal that 
broke out last week puts things in a new perspective from 
various points of view. In a moral sense, what happened 
is theft, even if it turns out that legally the entire 
transaction is incontestable; after all, it was indeed on 
the basis of an authorization by all six parties that the 
government allotted additional real estate to the two 
parties; it is possible that this authorization did not 
contain a limitation spelled out in figures concerning the 
size or the value of these pieces of real estate, and it is 
beyond all doubt that a party can do with its own 
property as it sees fit. However, the fact that the useful 
ground space of the two properties in question is greater 
than the entire ground space which all six parties 
together are entitled to, and their combined value 
exceeds 4 billion forints [Ft], and further, the care with 
which they attempted to keep the matter a secret, makes 
honest intentions at least questionable. 


From the perspective of public opinion, this is especially 
unpleasant for FIDESZ. Of the MDF, it has been known 
for a long time that it easily confuses the state budget 
with its own. The billions of public money transferred by 
means of secret government decrees to foundations, 
associations, and institutes, all of avhich have Sandor 
Csoori as their chairman and Jozsef Zelnik as their 
secretary, or Jozsef Zelnik as their chairman end Sandor 
Csoori as their secretary, made the public resigned to a 
certain extent to the money-saving actions by the coali- 
tion. However, many still had illusions about FIDESZ. 
This is now over; people rightfully ask, if this is what 
they do when they are in the opposition, what will they 
do when they are in power? Moreover, the FIDESZ 
leaders who spoke after the scandal broke out, behaved 
astonishingly like government representatives behave in 
similar cases: First they denied it, then they claimed that 
they did not know anything about it, and finally, they 
claimed that nothing illegal happened. People blessed 
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with a good memory might even recall that in 1989, after 
the “Next 2000” affair was revealed, Gyorgy Fejti, 
secretary of the Central Committee of the Hungarian 
Socialist Workers’ Party at the time, tried to excuse 
himself in the same pitiful manner. The opinion of 
retired people is only whipped cream on top of the cake, 
but they will hardly appreciate that while according to 
the Young Democrats there was no money to raise their 
pensions, the few little billions will be found somewhere. 


In a political sense, however, the affair means that the 
strategy of FIDESZ is much simpler than I previously 
thought. Between Jozsef Antall and Viktor Orban a 
secret agreement has been in force for a while, which is 
unequivocally directed against the SZDSZ. FIDESZ 
entered into the memorable agreement with the SZDSZ 
in order to make a possible cooperation between the 
Socialists and the Free Democrats impossible, even in 
the second round of the election. (Although there is not 
a word to this effect in the agreement itself, but Viktor 
Orban is busy spreading it to the public, knowing exactly 
that the SZDSZ will not dare to deny it, because the 
denial would be regarded by everyone as the acknowl- 
edgment of an SZDSZ-MSZP election pact.) Namely, 
this cooperation would be very dangerous to the political 
forces of the center right, because a great portion of 
voters is attracted at the same time by social and liberal 
values. 


Thus, the headquarters affair is about the fact that 
FIDESZ sold out to the coalition, and sold out the 
SZDSZ, as well. The question is only whether the head- 
quarters simply played the role of the 30 pieces of silver, 
or whether it was merely a business transaction, the 
essence of which is that for delivering the SZDSZ and 
occasionally voting together, the MDF would fill up the 
alarmingly empty coffers of FIDESZ, or is there more 
than that in the background. It is namely possible that 
the Antall-Orban pact is a political agreement which also 
contains that the FIDESZ and the MDF will defeat the 
SZDSZ together, either in the 1994 election, or after- 
wards. In this case, Viktor Orban is not Jozsef Antall’s 
political adversary, but his designated successor; and his 
intention is not to seize political power, but to inherit it. 


“Who must go?” Tamas Bauer asked in his above- 
mentioned article. Neither society, nor the results of 
polls leave any doubt that the correct answer is: the 
government coalition. To the question suggested by 
Laszlo Salamon, namely, who must come then, the 
answer was fairly unequivocal up to now: FIDESZ. The 
question was only who will come with it. However, after 
the headquarters affair, it can easily happen that the 
FIDESZ, too, will come as if it was going. 


* MDF’s, Coalition’s Political Position Assessed 


* Text of Fur’s Resignation 


93CH0698A Budapest TALLOZO in Hungarian 3 Jun 
93 p 1015 


[Text of statement by Defense Minister Lajos Fur on his 
resignation from the leadership of the Hungarian Dem- 
ocratic Forum: ‘“‘My Efforts Have Produced No 
Results”) 
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[Text] Mr. Chairman, Esteemed National Executive! 


Motivated by a sense of responsibility toward the Hun- 
garian Democratic Forum and for the matters of vital 
importance we have undertaken, mainly for the Hun- 
garian nation’s survival and recovery, I have recently 
proposed on several occasions that we settle and put an 
end to the intolerable, openly waged “‘fratricidal strug- 
gle.” (The gist of my proposal was as follows: (1) To settle 
the differences of opinion in closed talks, at the cost of 
mutual concessions. (2) To let the MDF [Hungarian 
Democratic Forum] continue to function in a specific 
Organizational structure, both as a party and a move- 
ment. (3) If neither of these ways proved feasible, to split 
up by mutual consent and in a civilized manner, and go 
Our separate ways, but retain our relationship as fellow 
strugglers.) Aside from an occasional weak and hesitant 
response, however, my tripartite formula for a solution 
has not received definite support from anyone or any- 
where. 


By virtue of my makeup and position, I would have been 
able and willing to consciously undertake a balancing 
role, in the interest of preserving our threatened unity 
and continuing integrity. That would have been the 
purpose also of my aforementioned proposal. However, 
my efforts have produced no results, and it is a 
wrenching experience even to admit this. The bitter 
failure of my last attempt has made it clear to me that the 
time for a balancing role is over. The unfolding of this 
drama to its bitter end requires a different makeup and 
different insight. For that very reason, while thanking 
you, Mr. Chairman and members of the National Exec- 
utive, for the trust you have placed in me, I hereby 
respectfully tender my resignation as executive 
chairman, 


I am reluctant to pass harsh judgment on my colleagues, 
on ourselves. In this throat-constricting situation and 
discouraging hopelessness, nevertheless, | am obliged to 
say that all those (primarily the so-called liberal faction 
associated with Jozsef Debreczeni’s name, and the so- 
called populist-nationalist faction associated with Istvan 
Csurka’s name) who started and continued the internal 
warfare and subversion within the MD, openly before 
the whole world, motivated by purblindness, good or evil 
intentions or pettiness, and spurred on by selfish ambi- 
tions or thirst for power, disregarding the fundamental 
norms of a politician’s dignity, behaved inexcusably, 
committing crimes directly of historical proportions. But 
the same can be said also of those who are completing 
this senseless and inexcusable self-destruction. And there 
can hardly be any excuse even for those who have been 
unable to stop the developments and to change the tragic 
misfortune for the better. 


May God have mercy on us! On our country and the 
poor Hungarian nation. 


In Budapest, on this 26th day of May, 1993. 
Respectfully yours, [signed] Lajos Fur 
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* Party Developments, Responsibility 


93CH0698B Budapest HETI MAGYARORSZAG in 
Hungarian 4 Jun 93 pp 2-3 


[Article by Karoly Alexa, a member of the Hungarian 
Democratic Forum’s new National Committee: “Will 
the Hungarian Democratic Forum Live To See 1994?”} 


[Text] The parliamentary debate on the Hungarian- 
Ukrainian Treaty’s ratification already suggested, or 
allowed one to suspect, that the first freely elected 
government would have to confront the greatest chal- 
lenge ever to its political and parliamentary legitimacy. 
A greater challenge, and historically a more fatal one, 
than at the time of the coup staged by the opposition and 
ragamuffins, the coup commonly known as “the taxi 
drivers’ blockade.”’ Today there is no sphere of legisla- 
tive or governmental work where dramatic symptoms of 
a crisis are not multiplying—in the range of privatization 
issues (and practice), just as in social insurance, in 
managing the state budget deficit and unemployment, as 
well as in the agricultural sector. The qualitative change 
in comparison with months earlier is that the internal 
disputes within the ruling coalition have assumed insti- 
tutional forms by now, reflecting party combinations 
and party splits that raise the possibility of the first 
democratic government's fall any day in the near future, 
and of the scheduling of early elections. This possibility 
is (or would be) a “novelty” for which the political 
parties are just as ill-prepared as is society as a whole. It 
raises the specter of society’s probable vehemence and 
uncontrollability, as well as of the state’s inability to 
function normally, and of the unraveling of all those 
foreign-policy and foreign economic relations of which 
we have been justly proud up to now. 


Although the factors in the crisis are clear to everyone, it 
will perhaps do no harm to view the set of symptoms as 
a “real mass,” and to reinterpret some of the processes 
that have led to the present situation, so that we may 
jointly ponder their processing and solution. 


Party Developments. Part I 


The most conspicuous new development in the break- 
down of relations among the parties of the ruling coali- 
tion is the sudden and unexpected, but determined, 
demand announced by the KDNP [Christian Demo- 
cratic People’s Party]. During the past three years this 
junior partner in the ruling coalition did not call atten- 
tion to itself with any radical aspirations to indepen- 
dence. Now, at the start of the election campaign, it 
seems to want to keep under fire that sphere of govern- 
mental activity which is being criticized the most 
severely also within the party that is the senior member 
of the ruling coalition—namely, the sphere of privatiza- 
tion. It is not surprising that the Smallholder MP’s, who 
constitute a parliamentary delegation, immediately sup- 
ported the KDNP’s demand. This is not surprising 
especially if we bear in mind that agriculture and the 
processing of farm products are the most important area 
of changes in ownership. In this area, moreover, there 
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are also immensely influential interest groups that are 
difficult to fathom, because they are not represented in 
Parliament. 


Before we turn to the real vehicle of the crisis, to the 
division within the coalition’s senior partner, it will be 
useful to recall that the coalition’s disarray has stirred 
into action also the opposition parties that were sunk 
deep in apathy, or beavering away quietly, or already 
advancing militantly. The leader of the Free Democrats 
in Parliament lost no time to declare that “after 1994, 
should the occasion arise, cooperation might be conceiv- 
able with an MDF [Hungarian Democratic Forum] that 
does not include Csurka” (Gabor Kuncze, NEPSZA- 
BADSAG, 28 May 93). That same day we were informed 
by the same source that Imre Pozsgay had said at a rally 
in Nyirgyhaza that “the time is ripe for elections.” And 
Zoltan Biro’s assessment of the situation was that “an 
arrogant, high-handed, power-hungry government has 
unscrupulously brought down a ruling party.” What 
lends particular interest to all this is an interview with 
Imre Pozsgay that appeared in ESTI HIRLAP just the 
day before. In it Pozsgay had told his interviewer: “It is 
to be hoped that this loss (Lajos Fur’s resignation as 
executive chairman) and the storm it is creating will not 
shatter the Hungarian Democratic Forum. And that the 
MDF will be able to stabilize itself and the government 
before the elections next year.”’ (I am afraid Imre 
Pozsgay will have to ask for a correction from one of the 
newspapers if he wants to avoid having people think that 
he tends to say one thing at a rally 200 and some 
kilometers from the capital, but gives a quite different 
answer to a journalist in Budapest.) We have to list here 
the latest development in the Horn-Orban debate, in 
which the FIDESZ [Federation of Young Democrats] 
leader was not above emphasizing the Nemeth govern- 
ment’s responsibility for the country’s destruction—i.e., 
that the present government had to rebuild from scratch. 
This standpoint is equivalent to conceding the present 
government’s historical situation and its forced course of 
action under the circumstances—in other words, to 
recognizing the government’s historical legitimacy. Per- 
haps it is not entirely an accident that the story about the 
joint real-estate deal of the MDF and FIDESZ happened 
to break just now in the news. 
* 


Party Developments. Part II 


Obviously, all these symptoms are the consequences of 
the worsening division within the MDF. The Hungarian 
Way circles, which were being organized during the past 
six months, have now found—raised or produced, it 
amounts to the same thing—their own representation in 
Parliament. On the one hand, the 2.5 dozen MP’s 
Organized as the Hungarian Justice national political 
group are demanding continuous consultations with the 
government; on the other hand, they are declaring their 
“openness to other political parties as well.”” We can 
quote Lajos Horvath who said: “If necessary, we will act 
as a united front against the government. That way we 
could force the government to conclude pacts not only 
outward, but also inward” (MAGYAR NEMZET, 27 
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May 93). Lajos Posze, the chief executive of Szerencse- 
jatek [Lottery] Rt., who was suddenly dismissed, 
declared outright his willingness to accept the challenge 
if he were asked to form a government (PEST MEGYEI 
HIRLAP, 27 May 93). 


Viewing these developments, one might plunge into 
gloom or become angry. Anyone who feels capable of 
doing so, might ponder reprisals or attempt to put 
together pacts. In any event, Lajos Fur’s spectacular and 
dramatic resignation from his post as executive 
chairman has a significance that points beyond itself. 
The task now is not just to appoint (find) a new executive 
chairman, and to create the semblance of peace and 
quiet by treating the symptoms. The situation is far more 
serious now than to let us afford indulging in either anger 
or apathy. 


The Party and Power 


Lacking both time and space, on this occasion we are 
unable to analyze the MDF’s “‘ontogenesis,”’ its evolu- 
tion and mutations, even though such an _ historical 
outline longs to precede an assessment of the situation 
(due in part to the belief that whoever is in possession of 
the past is able to gain control of the present as well). 
What does the senior member of the ruling coalition, the 
great movement that was the leading force in Hungary’s 
radical transformation, hold in its possession and how? 
If we are able to find an approximately accurate answer 
to that question, then perhaps we are able to discover 
also the points where, or starting out from where, we will 
be able to safely begin the work of reconstruction. (What 
follows below is offered as a suggestion intended for 
consideration. From someone who from the very begin- 
ning, in some position or other, or without any official 
status, and currently as a member of the MDF’s new 
National Committee, has always regarded also as his 
personal concern what now exists and is yet to come.) 


The MDF at present is not primarily an ideological 
formation, but a political one; in other words, it is 
primarily a formation of power. Who today would be 
able to answer, for instance, the question of where lie the 
boundaries of the “triple ideological division,” say, 
within the party’s membership, in the MDF’s parliamen- 
tary delegation, or in the words and deeds of anonymous 
individuals or policymaking personalities? Where do the 
liberal-national, populist-nationalist and Christian 
national sentiments and ideologies respectively begin 
and end? I believe that the MDF, as a political party as 
well as the leading parliamentary group and governing 
force, can be characterized on the basis of the following 
simple scheme: 


|. Membership. The forum where the membership man- 
ifests itself is the party local, which in its turn gains 
representation before the party’s higher forums. Nobody 
can have an accurate picture of how the membership is 
divided. Probably the membership’s susceptibility to 
radicalize the change is just as strong as its susceptibility 
to be loyal (in the ameliorative sense) to the party 
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leadership, and hence to the government as well. Both 
the voting at the latest National Convention and the 
resolutions adopted there are indications of this con- 
tinuing dichotomy. 


2. Government and Coalition. The greatest difficulty in 
managing the crisis is that the link between the govern- 
ment and the party leadership is too close. An obvious 
paradox is that criticism of the legislative and executive 
branches has to be articulated in an organization (party 
Or movement) whose leadership is practically identical 
with the leaderships of the aforementioned branches, 
and which, in accordance with its institutional logic, 
regards the practical questions of the day as being of 
primary importance. From this logic there also follows 
something that embitters and also creates a dilemma, or 
sometimes even a crisis of conscience, for many MP’s 
and party leaders at the intermediate level: namely, the 
fact that administrative power (and at the same time also 
leadership of the party) is concentrated in too few hands 
and tends to be isolated. As a further consequence of 
this, the narrowest decisionmaking and information- 
possessing sphere has escaped from the party organs’ 
field of vision, and often even from that of the MP’s. 
And since the overwhelming majority of MDF MP’s 
have been elected to Parliament in single-seat election 
districts, occasionally it is difficult for them to genuinely 
and credibly support measures in whose adoption they 
had played no role. 


3. (a) Several ways offer themselves for resolving this 
dilemma, meaning the socialization of decisionmaking. 
There are democratic ways, as well as ones that abuse 
democracy; also stabilizing ways, as well as ones that add 
to instability. It will suffice to mention the various 
platform initiatives—they tended to fade away fairly 
quickly—that certain parliamentary interest groups 
attempted to construct. The latest development in this 
area is the already mentioned Hungarian Justice crowd. 
We may include here the MP’s who have trickled over 
among the independents. Furthermore, also the ques- 
tions occasionally raised by the MDF National Com- 
mittee, etc. 


(b) In this gategory we may include, in my opinion, the 
MDF’s two outstanding personalities: namely, Sandor 
Csoori and Sandor Lezsak. Csoori has partly been 
squeezed out, and, we might say, has partly withdrawn 
from the circle that makes decisions regarding the gov- 
ernment and the party leadership. At the same time, 
however, he has retained and appears to have strength- 
ened his influence on cultural life, on the financing of 
culture, and on international relations. The potential for 
conflicts in this paradoxical situation and role is 
obvious. But, so far, the government as well as Csoori 
and his circle have had the skill, common sense, toler- 
ance, and perhaps also the restraint, to keep the occa- 
sional differences of opinion from developing into spec- 
tacular conflicts. (A conspicuous exception has been the 
“antigovernment” stand of the World Federation [of 
Hungarians] on the Hungarian-Ukrainian Treaty.) 
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Sandor Lezsak likewise has not accepted any govern- 
mental office. Partly he has applied his exceptional 
Organizing ability and determination to maintaining the 
party’s mobility; and partly he is quietly working on the 
infrastructure, to ensure also in the long term the pres- 
ervation of the values, for the upholding of which the 
MDF had been formed. It seems likely that Lezsak will 
be required to support those values more forcefully in 
practice, and also publicly, in the future. 


(c) Within this category, Istvan Csurka’s activity 
deserves special attention. I, too, belonged among those 
who until recently believed that Csurka’s drives, which 
attempted to assert his alleged or real truths, his valid or 
biased truths, by letting them be dragged from Parlia- 
ment and the hierarchical party framework into the 
streets, could be integrated and tolerated. I though that 
there really was a kind of undefined and unspoken 
“teamwork” between the government and the move- 
ment. Some sort of clever collusion, in the existence of 
which many people had long hoped. By now it is obvious 
that the effects of Csurka’s movement, and the extent to 
which it disregards reality, are such that the movement 
has become one of the greatest threats to the country’s 
stability. His mood-creating demagoguery, it now seems, 
is uncontrollable. With embarrassment and sadness, | 
advise everyone to compare the texts of what Csurka and 
Mr. Torgyan respectively have to say. Csurka was the 
one who invited me to Lakitelek at the time. With 
embarrassment and sadness, I advise him to go away 
from where he has not really been present for some time. 
The sooner, the better, causing the least amount of harm. 


Istvan Csurka’s (initially well-meaning) irresponsibility 
and rashness have become historical crimes by now. 
Someone who had opportunity to criticize from within is 
now criticizing from without. Someone who lacks a 
program that could be taken seriously is exercising harsh 
and total criticism. The role and status that Csurka has 
invented and shaped for himself cannot exist in a democ- 
racy that is becoming westernized. 


Center’s Responsibility 


Naturally, the center of the party and government bears 
heavy responsibility for the situation that has evolved. 
Here by center we mean not the quietly working and 
voting vast gajority of MP’s, but the now narrower, then 
wider group to be found around the prime minister and 
party chairman, the group that even the party’s parlia- 
mentary delegation regards as an inscrutable and non- 
transparent circle of decisionmakers. Csurka should not 
have been allowed to expropriate the limelight to an 
extent that enabled him to set himself up in the role of 
the possessor of truth and omniscience. The criticism of 
Csurka should not have been entrusted to persons “‘lack- 
ing political credibility,” such as Istvan Elek and Jozsef 
Debreczeni, the self-proclaimed guardians of ‘national 
liberalism.”’ They can be said to lack political credibility, 
because they are doctrinaires who have only failures and 
Omissions to show for their work as MP’s. Also because 
they, too, prefer to turn to any “‘outside’”’ public, rather 
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than do their work at their designated place. Lacking due 
and mandatory deliberation, their continuous indict- 
ment against Csurka was ruthless and intolerant, which 
only served to ,enerate sympathy for him. Their depar- 
ture would not significantly reduce the number of MDF 
sympathizers. From a political viewpoint, they cannot be 
regarded at all as group-forming forces. Their standards 
of political behavior fall tragically short of national 
liberalism, the ideology as whose guardians they aspire 
to gain credibility. 


Modest Suggestion 


Ever since I have been informed of Lajos Fur’s resigna- 
tion, and since I have been pondering the present situa- 
tion, debating it and speculating about it with my 
friends, and while writing this article, a single sentence 
has kept running through my head: “We are already in 
what we had feared.”’ That is the sentence with which 
Kelemen Mikes began his 112th letter from Rodosto 
{[Tekirdrag, Turkey] on 8 April 1735. Although he, too, 
tried this and that, fate did not really give him a way out 
from his miserable situation. | wonder whether fate will 
offer us a way out, and will we recognize it? 


There is no better remedy than cautious determination; 
than moderate and circumspect, yet deliberate and far- 
sighted, decisions. That also means the broadening of 
democracy, always bearing in mind the real limits, 
within which decisions have to be made here and now. 
Exactly the extreme developments prove that closer and 
more consistent party control of the government is 
necessary. In the form of continuous recommendations 
if you wish, but in any case in a way that will not add to 
instability. A prerequisite for this is the removal and 
silencing of the extremists, but not excluding even the 
possibility of an alliance with some of them at a later 
date. If the sensibly behaving leading stratum that tends 
to work diligently, and which constitutes a majority of 
the party’s delegation in Parliament, wins or regains its 
freedom to speak out and, hopefully, accepts also the 
new National Committee as its partner, then the govern- 
ment will have the legitimate and strong background it 
will need, and on which it will be able to rely, in the 
coming period. If this common stand, which does not 
manife% itself in collusions and is not managed by 
means of manipulation, is achieved—if Providence 

eeps its eye on us —then we too will be entitled to dream 
adout the nation’s future. 


* Balas Called Rising Star 


93CH0698C Budapest MAGYAR NARANCS in 
Hungarian 3 Jun 93 p 17 


[Article by -krecz-: ““Postcard From the Diet’’] 


[Text] The riddle of tomorrow is: Will attempts to expel 
from the MDF [Hungarian Democratic Forum] Csurka 
and his brigade, who are concerned about our Leben- 
sraum, succeed, and what will happen to the majority in 
Parliament? Within the MDF’s parliamentary delega- 
tion, however, it is by no means Csurka who is causing 
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the most trouble. The playwright-politician would take 
with him at most ten of his admirers. Istvan Balas has far 
greater influence and support. This member of the MDF 
National Executive has gained political prominence 
through the activities of the Monopoly Group. Balas 
invested three years of hard work into proving that Imre 
Konya, his colleague as another attorney, is unsuitable to 
lead the MDF’s parliamentary delegation. By trial and 
error, Balas has decided to employ another method, 
instead of blows directed at Konya’s person. For the past 
six months Balas has been asking the internal forums of 
the MDF what the party is doing to ensure that the 
government it is supporting will carry out the program 
with which the party has been able to form a majority 
government. Balas has hit the bull’s-eye, and the party is 
sinking. MDF MP’s had a feeling that, after suitable legal 
preparation, the ministers holding the economic portfo- 
lios could be pressed into a corner on specific issues. The 
development last week was that, in the form of interpel- 
lations within the MDF’s parliamentary delegation itself, 
the executive committee of the AVU [State Property 
Agency] and [Privatization Minister] Tamas Szabo were 
brought to task over the practice of privatization, as 
usual. The internal debate took place amidst serious 
condemnations and heavy praise. Meanwhile, the MP’s 
representing single-seat electoral districts mustered suf- 
ficient courage to demand that the finance minister give 
them a specific, quantified compensation program, so 
that they could support the latest fiscal package plan in 
their districts. In the course of this, several MP’s are 
regarding Balas as their model in deciding whether to 
support the government. From statements made by the 
candidate for the post of the MDF’s parliamentary 
leader it can be pieced together that engaging in politics 
is not worth much to him if it cannot be done close to the 
center of power. 


As an illustration of the relations within the MDF, the 
ruling coalition’s senior partner, some MP’s have uncov- 
ered that Zoltan Bogardi, the general manager of 
Babolna Rt., is using various offices and conference 
rooms in the White House as premises for his corpora- 
tion. The corporation has been banned from the pre- 
mises, but in exchange Bogardi has demanded and 
received a large office for himself. What strange things 
are happening on the eve of a cabinet crisis! 


. * Csurka Support Assessed 


93CH0698D Budapest BESZELO in Hungarian 5 Jun 
93 p 3 


[Editorial by -szeg: ‘““Two Solitary People”’] 


[Text] It is nice to be alone, Csurka said at the MDF 
[Hungarian Democratic Forum] National Convention in 
January. Yet he was not alone: He was elected to the 
National Executive by a large majority. But Csurka was 
fully aware of something his supporters did not want to 
know about. Namely, that the votes did not count. What 
counted was the fact that the party’s Lakitelek founders 
were no longer behind Csurka. He, too, had been 
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involved in Zoltan Biro’s expulsion. Csengey died. And 
Csoori, Lezsak and Fur deserted him at the crucial time. 
Those who remained were clowns, fans, and a few 
disappointed and restless knights-errant. Yet Imre 
Konya was right when he said that there is a bit of 
Csurka in every MDF member. 


What had been Csurka’s appeal became his undoing. 
Nobody could match him in presenting the world epos to 
the public as the fight between good and evil, in the 
context of a week. And in involving the susceptible souls 
in joint sighing, and in joint hatred that warmed the 
hearts of schemers and other liberals. 


But anyone who had anything to do with matters of the 
real world was soon able to see through Csurka, and to 
realize that it would be extremely difficult to adapt 
Csurka’s epos to reality. To do so would have required a 
cataclysm, a world revolution, or at least a bit of benev- 
olent dictatorship. 


How different were the times when, protected by the 
cloak of national reform-communism, it was possible to 
dream of national socialism! Nowadays, a caning by Mr. 
Antall awaits those who misbehave, and one can be 
tossed out very easily from among the warm pillows 
close to the center of power. And the outside world is a 
cold one. Rebels can expect to be met with an ovation by 
at most a few thousand embittered protesters in thread- 
bare clothes, for whom “Jobs and bread!” would have 
been more apt even last year than their demand for a 
Hungarian TV. Sensible politicians realize that, without 
money and a program, they could count on winning at 
most 20 to 30 parliamentary seats in the next election, 
entirely on the extreme right, far from power. Who 
would want to blunder onto such a Hungarian way? 


Csurka’s solitude does not relieve Antall’s solitude. The 
national liberals proved to be brave people who dared to 
turn against the mainstream of their party, but they lack 
political weight. There are a few supporters of the ideal 
of the prime minister's office, and of parliamentary 
government based on the uncritical acceptance of 
authority, but they do not constitute a camp. Even in the 
government benches, the moderates for the most part 
would not mind adding a dash of populist-nationalist 
radicalism to the respect for authority and traditions. If 
only they had a leader to lead them, and if no risk were 
involved! 


Last August an outside observer estimated that in the 
MDF’s parliamentary delegation there were about 40 
Csurka supporters, 20 Csurka opponents, and 100 
waverers. Since then it has turned out that there are at 
most 10 Csurka opponents, but 150 Csurka supporters. 
However, there are only 10 to 15, if that many, among 
them willing to take the risk. 


They are the ones who are now leaving the MDF’s 
parliamentary delegation, together with Csurka. 


The other Csurka supporters are remaining with Antall. 
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* Csurka Addresses High School Students 


93CH0729A Budapest MAGYAR FORUM in 
Hungarian 10 Jun 93 p 12 


[Article by A.D.: “Meeting at Dunakeszi; It Is Not Too 
Late!”’] 


[Text] It is not too late, but even if it is too late, it is our 
duty to make a start, Istvan Csurka declared at the 
Dunakeszi Radnoti Gymnasium at last week’s meeting 
organized by the Hungarian Way Circle. 


Istvan Csurka began his statement with a few sentences 
summarizing his study published that day, recom- 
mending ideas for the Hungarian Way Movement. Nota 
single party today has true popular representation as its 
real purpose, he said. “‘I am aware that a perfect system 
of popular representation cannot be established, but I 
believe that one must at least endeavor to come close to 
a perfect system.” 


Having Been Had, Once Again 


Democracy means that people are strongly represented 
in the exercise of power, moreover, that they are contin- 
uously represented, and not only as long as it is necessary 
to voice popular representation in order to win elections. 
Popular representation is in the interest of both the 
people and the party, because parties must retain their 
voters even for subsequent elections. People are under- 
standably disappointed today, because they had been 
had. The most painful aspect of this thing is unjust and 
illegal privatization—let’s call it salvaging—that has 
been going on for six years. The goals of Hungarian Way 
include an accounting for fortunes amassed this way. 
Istvan Balas has twice filed interpellations in parliament 
regarding privatization, and representatives rejected 
Minister Tamas Szabo’s response in both instances. This 
is the probable reason for Istvan Balas’s exclusion from 
the parliamentary group. 


It is not too late to define these goals today, and to begin 
realizing these goals, Csurka said. But even if it is too 
late, it is our duty to make a start, because we certainly 
can never achieve goals we surrender from the outset. 
We must not permit ourselves to make new compro- 
mises repeatedly; certain values cannot be surrendered 
under any circumstance, and there are goals which we 
must consistently, and courageously try to achieve, 
defying every threat. To do so, however, we must make 
people understand that we are in great danger. People are 
surrounded by a bubble of lies, but the truth can burst 
the thin wall of this bubble. We can count on being 
increasingly attacked, as we become stronger and more 
consistent, and as we endure more, Csurka warned. But 
we should not be bothered by that; we should not become 
confused by these attacks. 


They Are Telling Lies About Us 


It should be obvious that the greater threat we present to 
them, the more lies they tell about us. We must not 
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become intimidated by these lies, to the contrary: The 
more they lie, the more consistently we must perform 
our work nicely and quietly, in a settled fashion. We 
must not fight, because the ones moving around do not 
at all represent a quiet force. Many expect us to become 
passionate, but this only amounts to vain hope. We do 
not permit ourselves to be provoked, and we know what 
we want to accomplish hereafter: the same goals as 
before. 


We are becoming stronger with every success we register. 
We need to experience success each and every day, but to 
have such experience we must do something every day. 
We must put an end to gazing sadly in the air while 
sitting in the metro or the streetcar. “I have been 
watching this for ten years, and I am sad to say that this 
situation remains the same today,” Csurka said. People 
in the west converse, read, and periodically look at each 
other on vehicles. They are active! And they are not 
lonesome; they like each other. Love is also the guiding 
principle of our movement. 


Real History To Be Taught to Youth 


Fero Nagy sang a song after Istvan Csurka’s presenta- 
tion; he spoke separately about youth to the young 
people, very many of whom attended the meeting. He 
asked their parents to allow and to encourage their 
children to be active and resourceful, and to tell them 
about their experiences in life and the true history of 
decades past. 


Ferenc Kubinyi also asked for the same kind of help. 
Revealing the past has never before in Hungarian history 
been as difficult, almost impossible, as it is today, he said 
bitterly. Only those who were allowed to examine the 
archives before are permitted to do the same now. 
Today’s Interior Ministry archives are managed by the 
person appointed to that post ten years ago. 


* Kadar on Reform, EC Impact on Trade 


93CH0709A Rotterdam NRC HANDELSBLAD in 
Dutch 8 Jun 93 p 8 


[Interview with Bela Kadar, minister of international 
economic relations, by Frits Schaling in Budapest on 8 
June 1993: “EC Brings Dynamism to Hungary’s 
Export’’] 


[Text] Budapest, 8 June—In the Utrecht Trade Fair a 
show started yesterday in which about 80 Hungarian 
companies present their products. Simultaneously Dutch 
companies can inquire there about investment opportuni- 
ties in Hungary. That is the reason for an interview with 
Bela Kadar, the Hungarian minister for international 
economic relations. 


Bela Kadar (59) is a typical example of the Hungarian 
scientist who during the communist period was not 
completely within the system, but did not stand totally 
outside of it either. Before becoming minister three years 
ago, Kadar was the director of the national planning 
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institute. In the government in which the Hungarian 
Democratic Forum (MDF) occupies a predominant posi- 
tion, Kadar is one of the few ministers not affiliated with 
a party. 


Why is it that Kadar, as the only minister in a financial/ 
economic department, was never replaced in the coali- 
tion cabinet of Prime Minister Jozsef Antall? The min- 
ister answers with a good dose of irony. 


“The general opinion, even in the opposition, is that this 
is a well-led ministry, so it probably has to do with 
continuity and with the Hungarian predilection for being 
unique in something: we were the only country which 
started a national revolution in 1956, the only country 
which succeeded in building up goulash-communism; we 
had enough courage to experiment with economic 
reforms; we also always stood alone in Europe with our 
own culture and ethnic heritage....” 


[Schaling] And you probably have a very good relation- 
ship with the prime minister... 


[Kadar] That is of course a very personal question, and 
not for public consumption. Personal relations are a 
separate dimension of the government activity. 


[Schaling] In your period of office, Hungary has con- 
cluded an association treaty with the EC, a trade treaty 
with the EFTA [European Free Trade Association] coun- 
tries, and a free trade treaty with the remaining Visegrad 
countries (Poland, the Czech Republic, Slovakia). Do 
you have the impression that you, as minister of a 
country that already has had good economic ties with the 
West for some time, have a lead over the other countries? 


[Kadar] In the period after World War II the share of 
Hungarian trade with OECD countries was barely over 
20 percent. In 1992, when the process of external geo- 
graphical reorientation of the Hungarian economy was 
concluded, the share of the trade with OECD countries 
amounted to 70 percent of which the share of the EC 
countries was 50, and of the EFTA 15. Thus you could 
say that 70 percent of the trade is done with countries 
with which Hungary has a free trade accord. Since the 
collapse of the Dual Monarchy it is the first time that 
Hungary is not forced to rely upon only the small 
domestic market. 


[Schaling] Do the results of the Europe treaty concluded 
last year with the EC meet your expectations? 


[Kadar] “In part they don’t, but in principle they do,” 
Kadar says. The past year has proved that, thanks to the 
treaty, the dynamism of the Hungarian export to the 
countries of the Community was above average. The 
dollar value of the Hungarian export increased by 7.5 
percent in 1992, the dynamism of our export to EC 
countries increased by 40 percent. On the other hand, we 
would like to have seen an acceleration, a fast track, of 
the treaty and thus far we have not had a definitive 
answer to that. We continue to hope for such a sign from 
the EC top in Copenhagen. Such a message would be a 
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useful indication that Hungarian entrepreneurs can take 
the risk to make investments, to adapt their production, 
and to adapt the export profile to the requirements for 
cooperation with the Community. 


[Schaling] In 1993 full membership in the EC of East 
European countries seems farther away than in 1989. 
When do you expect Hungary to be able to join? 


[Kadar] 1989 was a year of renaissance in Europe, a year 
which made an end to the former Eurosclerosis. Thus in 
the psychological sense expectations were much higher 
in 1989 than now. But let us look at reality: in 1989 
adaption to the Community had not yet started; now we 
have the association treaty. When the absorption 
capacity of the Community is ready for us and when the 
adaptation capacity of Hungary has been developed to 
the extent that it can meet all the requirements of EC 
membership, then we will of course be in a position to 
join. In my opinion the Hungarian economy will need 
roughly five years to adapt itself, thus at the end of this 
decade Hungary will be ready for the Community. 


[Schaling] It is noteworthy that you are somewhat more 
cautious than, for example, Czech Prime Minister Klaus, 
who believes that the Czech Republic will be ‘ready for 
the Community” in about three years or so. 


{[Kadar] Theories are not too useful because no country 
whatsoever has ever been in the situation that it had to 
simultaneously change its political system, economic 
model, external partners and even its production and 
investment structure. Countries such as Greece, Spain, 
Portugal, and also South Korea changed their political 
system, but the changes are much smaller: they had to 
change an authoritarian system into a democratic one, 
we had a totalitarian system. In those countries there had 
always been a private economy, they did not need to 
change their external partners. The production structure 
we had the past 40 years was for a great part directed at 
the needs of the militarized economy of the Soviet 
Union: the machine industry, military supplies, steel, 
heavy petrochemical industry. The collapse of the Soviet 
system entails the disappearance of that market. We 
must face many different challenges in a very short time. 
Precisely because we started the process a little earlier, 
we are entirely aware of the difficulties. Some colleagues 
in Central and East Europe are euphoric. Therefore they 
have developed those beautiful theories about “big 
bang” and shock therapy, the “market economy in 500 
days,” or “Catch Up With West Europe in Three Years.” 
But it is a long way to Tipperary. For us it will take 
perhaps three or four years, for other countries it will 
take an entire generation or even two generations. 


[Schaling] Until recently, Hungary had a lead over the 
other East European countries because the reformation 
process had started earlier. Does that lead still exist? 


{[Kadar] With respect to the budget deficit and unem- 
ployment, the Czech Republic is in the best situation. As 
to inflation, Hungary and the Czech Republic are at the 
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‘ume level. All other countries are fighting hyperinfla- 
tion. With respect to the decline in production, that was 
the smallest in Hungary. All other countries still have to 
take steps which will lead to a decline in production, 
such as tax reform, the new laws on bankruptcies, and 
the elimination of budget subsidies. As to external 
achievements: our reserves in foreign exchange are at the 
same level as those of the large countries, achievements 
in foreign trade were better in the past three years. In the 
eighties the export of Czechoslovakia and Poland was 70 
to 80 percent higher than that of Hungary. During the 
past year the Czech export was only 10 percent higher 
and the Polish export 30 percent. Thus this country with 
10.5 inhabitants has almost the same export as Poland 
with 40 million. Thus far, over $5 billion have been 
invested in Hungary. In the Czech Republic it was $2 
billion at the end of last year, in Poland $1.5 billion, in 
Romania $400 million, in Bulgaria under $200 million. 
Even in Austria the foreign investments do not amount 
to more than $8 billion. Thus those $5 billion of Hun- 
gary are not that bad. 


[Schaling] Hungary is striving to become a subregional 
center for trade and finance in Central Europe. Why? 


[Kadar] In the first place because of the advantages of 
the geostrategic position. Hungary lies in the geographic 
center from the Baltic Sea to the Adriatic Sea on the 
north-south line, and on the other hand there is a new 
axis of growth in Europe along the Danube: Baden- 
Wurtemberg, Bavaria, Austria, Hungary up to the 
Ukraine. On that West-East axis Hungary also lies in the 
center. Another argument is that the market economy in 
Hungary is more mature than those of other countries. 
Third: the sociopsychological environment is more 
favorable due to the fact that the Hungarians have never 
accepted the old system and started with reforms already 
25 years ago. 


[Schaling] Are you satisfied with the Dutch investments 
in Hungary? 


[Kadar] Very much. The share of the Netherlands in 
Hungarian export comes down to a little over 2 percent, 
but the share of Dutch investments in Hungary amounts 
to 6 percent, $300 million, all by large enterprises, banks, 
production companies such as Philips, so I believe that 
Dutch entrepreneurs have discovered Hungary as an 
attractive partner and as an investment and production 
location for their subregional operations. 


[Schaling] In Utrecht about 80 companies are showing 
their products. Which five products are Hungary’s most 
interesting export products? 


{[Kadar] In the first place, the agrarian products; they 
comprise one-third of exports. Other important products 
are clothing and chemical products. We see the Nether- 
lands as a facilitating partner; many Hungarian products 
reach the market via Dutch trade. We are happy to use 
the commercial capacity of the Netherlands. 
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* National Bank President on IMF, Taxes, 
Savings 


93CH0676A Budapest TALLOZO in Hungarian 20 
May 93 pp 930-931 


{Transcript of interview with Hungarian National Bank 
President Peter Akos Bod by Nap TV Correspondents 
Janos Betlen and Henrik Havas on the television pro- 
gram OSSZTUZ the week of 9 May: “The Banks Have 
Burned Their Fingers”’] 


[Text] [Betlen] There is a very timely issue which we 
would like to discuss first with Hungarian National Bank 
President Peter Akos Bod. Namely the fact that—for the 
third time, I believe—you have suggested to start taxing 
the interest earned by people on their foreign currency 
income. This idea has already caused an uproar on 
several occasions and was never adopted because of its 
sensitive nature, i.e., the fear that people would flee 
Hungary with their foreign currency holdings. What has 
prompted you to put this issue on the front burner again? 


[Bod] When reporters can find nothing to talk about, 
they usually start asking me two things: First, they want 
to know how I feel about foreign currency earnings? 
Second, they want me to discuss foreign currency allo- 
cations to tourists. I can only repeat what I said last 
spring, when I was asked whether or not I had thought 
that it made sense for the government to tax interest 
incomes and revenues earned from forint savings, while 
exempting revenues accrued from foreign currency sav- 
ings. My opinion, which I stated a year ago and have 
repeated every two months since when I was asked by a 
reporter: both as an economist and as the president of 
the National Bank I see no logic in taxing incomes 
resulting from forint savings—and at a handsome rate of 
20 percent at that—while allowing those whose savings 
are in marks, schillings or dollars rather than forints to 
enjoy a tax exempt status. If we have a tax, and if we 
need one at all, then the logical thing would be to tax all 
savings at the same rate. This is really not my business 
for it involves the tax laws which makes it a parliamen- 
tary issue. But when I am asked, as an economist this is 
the only answer I can offer. It may be an unpopular view, _ 
but it is not aimed to harm anyone in particular. If taxes — 
on forint savings could be lowered and the difference 
could be offset by increasing the tax on foreign currency 
earnings, then it could be worked out so that no one 
would be put at a disadvantage. 


[Havas] I do not see how, technically speaking, certain 
accounts can be taxed. One of the things that makes BC 
[hard currency] accounts attractive, I think, is the fact 
that it allows people to make anonymous deposits, 
without having to state where the money came from. 


[Bod] Forint accounts are also anonymous. Forint 
interest income is taxed even though some people do not 
notice that the 20 percent is deducted when they take out 
the money. So I think that it could be worked out. 
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{Betlen] This is a question of trust. People will continue 
to put their foreign currency into Hungarian banks as 
long as they feel assured that they will not have the same 
thing happening to them as Yugoslavia, for example, 
where depositors were never allowed to take their money 
Out again. We have made a commitment that we would 
not tax these accounts. Once we start implementing 
policies that run contrary to commitments we have 
made, this trust may be shaken. And this can be dan- 
gerous. The total value of these accounts is estimated to 
be around 1.7 billion forints. This constitutes one-third, 
or perhaps an even greater percentage of our existing 
foreign currency reserves. 


[Bod] Those in decisionmaking positions must indeed 
weigh this matter carefully. Still the only thing I can tell 
you is that the present situation defies logic. There is no 
country in the would that would tax depositors saving in 
the local currency while exempting foreign currency 
deposits. Elsewhere, of course, this is not treated as a big 
problem. Perhaps people there are more relaxed. Here 
this is a serious decision which is why I think people shy 
away from facing it. But if you ask me in a year how I feel 
about it, my answer will be no different. 


[Betlen]} If I accidentally said 1.7 billion forints, then | 
would like to make a footnote correction: what I really 
meant to say was 1.7 billion dollars. 


[Bod] Most of these savings, incidentally, are not in 
dollars but in marks and schillings. One-third of all 
savings are indeed in hard currency. [There is a discon- 
nect here between Betlen’s earlier statement and Bod’s 
response] 


[Havas] There are a lot of people, especially in the West, 
who say that this kind of anonymity, i.e., the fact that 
anyone can deposit money into a foreign currency 
account in Hungary without naming the source of the 
money, attracts dirty money for the purpose of laun- 
dering. Not only do they allude to this in the West, but 
often they come right out and say it. 


[Bod] The overwhelming majority of the accounts con- 
tain the savings of Hungarian citizens. How much 
money belongs to any single individual is difficult to say 
as the accounts are anonymous. Currently we have 
approximately three million foreign currency accounts. 
A closer look at Mis large number reveals that most 
depositors keep the equivalent of about 500 dollars in 
their accounts. So I do not believe that there is a lot of 
money that could be coming into the country illegally. 
Occasionally we do hear that Hungary is the target of 
some money laundering operation, but these kinds of 
claims are made by the press of countries where these 
kinds of practices are apparently common. 


[Havas] Practically speaking things appear to be rather 
clear-cut. What you need is a Hungarian citizen, who 
opens an account into which he is free to deposit even 
billions of dollars, irrespective of where the money may 
have come from. There are currently no legal provisions 
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that would allow inquiring about the source. So, techni- 
cally speaking, in the final analysis, money laundering is 
perfectly feasible. There are no Hungarian laws that 
would restrict or ban such practices. 


[Bod] European laws take a different approach to this 
problem. For example, they put limits on the amount of 
money that may be deposited and withdrawn. Not at a 
level that may have much of a impact on depositors here. 
The limit could be set, let us say, at 50,000 dollars 
beyond which cash deposits could not be made and only 
interbank transactions would be accepted. In other 
words, the transaction would require some kind of 
documentation. It is not a common occurrence for 
someone to pull a hundred thousand dollars out of his 
pocket and deposit it in a bank. When while living in the 
U.S., I went to buy shoes and told the salesperson that I 
wanted to pay with cash, they asked me where it was 
from. They knew that I was not an American. Beyond a 
certain amount, neither business people, nor private 
individuals deal in cash. 


[Havas] What are the prerequisites for us to be allowed 
to join the European Community? In Austria they have 
just decided that despite enormous foreign pressure they 
would not liberalize their existing regulations, and that 
they would even tighten them by requiring anyone with 
a foreign slant or accent to account for the origin of the 
money. Are there plans to implement similar restrictions 
here? 


[Bod] The schedule of accession contains a 10-year grace 
period to give the Hungarian banking system time to 
prepare. But these are only legal guidelines and technical 
preparations. Actually for now the Hungarian laws are 
satisfactory. In other words, we are under no obligation 
to proceed faster. 


[Betlen}] What, incidentally, is the situation of our debt 
obligations and our efforts to service them? In recent 
months we have been reading that last year at this time 
our foreign currency reserves stood at, or even above 5 
billion dollars. In the summer, they supposedly swelled 
to over 6 billion, then by the end of the year they 
dropped back to 4.1 billion dollars. Our foreign trade 
balance is deteriorating. Isn’t our situation as a debtor 
becoming increasingly unstable? a 


[Bod] No. These are different issues altogether. I don’t 
know how much time I have to discuss them in detail, so 
let us start with the reserves perhaps, for that is some- 
thing that everyone can visualize. Hungary’s reserves 
began to grow because income from privatization, the 
influx of foreign capital, and the issuing of stocks have 
boosted revenues and made it possible to pace our 
interest payments. This we can see quite clearly. Issuing 
more stocks for foreign purchase will obviously increase 
our reserves. If we wait—which is what we did last fall, 
hoping that interest rates would drop—the reserves 
decline. Now they have gone up again because we have 
just issued some new bonds. The day after tomorrow, I 
will be leaving for another whirlwind visit to Japan as 
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part of our ongoing effort to make our presence felt in the 
market place. Once we have more money coming in, our 
reserve levels will start rising again. The 4.5-5 billion 
dollars we have in reserve now, in my opinion, is not 
much. It is certainly not enough to get the politicians 
who want to spend it all excited. There have been 
initiatives proposed by everyone from Gyula Horn to 
Istvan Csurka regarding ways to use this money to 
stimulate the economy. These proposals reflect a clear 
misunderstanding of the reserves’ intended purpose. 


[Betlen] The government itself has no plans to start using 
this money as a stimulator? 


[Bod] No. The point of having reserves is precisely to 
ensure uninterrupted trade. So when people ask me what 
the reserves are for, I simply tell them that they are for 
being kept in reserve. 


[Havas] The country’s oil reserves should be increased to 
a higher level. How will this be financed? From hard 
currency reserves or other sources? 


[Bod] In 1990, we realized that the country lacked 
sufficient reserves of petroleum, oil derivatives and 
gasoline, so we have set a long multiyear course for 
replenishing those reserves. In the final analysis, it is the 
consumer who ends up paying for it through higher gas 
prices. Because there is obviously a stockpiling cost 
involved that shows up in forints. MOL [Hungarian Oil 
Co.], for example, will increase its stock levels of gaso- 
line, which on the one hand will increase costs, but on 
the other will provide greater security. We cannot afford, 
every time a ship gets caught in a storm or a pipeline 
stops delivering, to scramble in the last minute, as we did 
in Oct 1990, only to realize that we have two days worth 
of reserves left. Or perhaps to worry about not having 
enough available for emergency vehicles or to get the 
citizen to his commute in the morning. 


[Havas] In the early 1980's, there were times when 
motorcycle cops had to be dispatched to Lake Balaton to 
bring back freshly converted dollars because the reserves 
of the National Bank were so depleted. That was the time 
when virtually overnight the Arab countries started 
withdrawing the hot moneys they had deposited in 
Hungary. What currently is the ratio of hot funds that 
can be quickly withdrawn? 


[Bod] For your edification I should point out that hot 
money does not necessarily mean dirty money. The term 
refers to short term deposits with immediate access. Our 
commercial banks do have such funds. Their percentage 
is negligible, however, as most deposits are long term. 
Not counting the 1.5-2 billion dollars held in individual 
accounts made up of deposits of various duration. But 
the ratio of funds which panicky investors can immedi- 
ately retrieve is still negligible. After all, the reason why 
joint ventures have invested and kept their money here 
is because they want to build. When someone invests in 
an automobile plant that amounts to a commitment to a 
three-year construction program. Obviously they are not 
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going to run with their money just because they read 
something negative in a newspaper. 


{Betlen] What were the conditions stipulated at the 
Washington negotiations for drafting the agreement 
which, barring anything unexpected, is scheduled to be 
signed this summer? We know from the papers that we 
have been told to make drastic cuts in social expendi- 
tures. So far we have not learned much more than this. 


[Bod] I do not want to jump the gun here, for the finance 
minister who is a member of the cabinet, has just briefed 
the government and is planning to speak before parlia- 
ment. I do not want to steal his thunder. It would not be 
fair. 


[Betlen] I suspect he would gladly let you. 


[Bod] In 1991, the Hungarian government signed a 
three-year agreement. Which incidentally is extremely 
rare, for it is very difficult to prepare a plan for three 
years. Soon it became clear that the program could not 
be sustained. Some of its elements progressed faster than 
had been anticipated, while other aspects of its, such as 
the deficit, fared worse. It became clear that getting back 
on track would be neither feasible nor particularly pru- 
dent any more, so the conclusion was reached that the 
three-year plan could not be fulfilled. The state of our 
foreign currency reserves and of our country does not 
demand that we have a credit program. I think that I 
have already mentioned: we can issue stocks in Japan, 
Germany and the United States. But it is better if we 
have one. It is much safer. It is a guarantee if an 
international financial institution concludes that the 
program and direction of the Hungarian economy are 
correct. 


[Betlen] If we do not sign an agreement with them then 
interest rates on our bonds are certain to go up. In other 
words, it will be much more expensive for us. 


[Bod] At the very least we would have to explain why a 
program was halted with nothing to replace it. When will 
there be one? We do not know. There is no denying that 
I have argued in favor of a new program, even though I 
am aware of the political risks involved, and I know that 
everyone is eagerly awaiting the recovery as it entails 
more spending. One of the key questions and hotly 
debated issues is how much deficit is acceptable. Even- 
tually the Hungarian parliament will decide what our tax 
laws should contain and what the balance should be 
between revenues and expenditures. We have a pretty 
good idea already as to how large an amount our country 
is capable of financing without allowing interest rates to 
climb too high while at the same time helping to reduce 
inflation. And in general, while projecting an image of 
our country both at home and abroad that our financial 
house is in order. So there has been a rather thorough 
debate about how much is tolerable which has resulted in 
an actual figure. Presently the GNP reflects about a 
7-percent deficit. Obviously, the deficit incurred by the 
central government and social insurance must be kept 
below that level. 
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[Betlen| Considerably below. Under four percent, they 
say. 


Bod] Around five to six percent would be the realistic 
vel, In the past, the Monetary Fund used to insist that 
it be kept below three to four percent, In reality, the 
deficit figures of the countries to the west of us are also 
quite significant, and to the east of us are enormous, So 
given the current world economic conditions it would be 
rather difficult to demand of Hungary to solve problems 
that Germany, the US and England, not to mention Italy 
“ other high-deficit countries have been unable to 
ve, 


[Betien}] Nevertheless we are being asked to trim our 
deficit by 70, or at least 50 billion forints. Is it conceiv- 
able that parliament will refuse to go along with this? 
And if so, what will happen then? 


[Bod] If parliament does not approve, an agreement 
cannot be signed. 


[Betlen] According to the finance minister, in that case 
we will have to close shop. 


[Bod] A top national bank official must always maintain 
a more balanced view. Certainly it would be great to 
have an agreement. By the way, | feel confident the 
Hungarian parliament will eventually draft a program 
for itself—in other words, not for the International 
Monetary Fund—because | think that anyone who bud- 
gets his money at home will also want to see the state 
start budgeting its revenues. Sooner or later, | think, 
there will be such a program. I would be happy if we had 
one, for it would make my life easier. It would be easier 
to obtain foreign loans and guarantee that they will be 
repaid if we had an umbrella over our heads. A blessing 
from the Monetary Fund, for example. You can live 
without that, too, but naturally we must do everything 


possible to promote such an agreement. 


[Havas] Popular savings amount to about | ,000 billion 
{forints}. This, however, is also symptomatic of a very 
weak investment drive. The government hopes to offset 
the constantly growing budget deficit by borrowing from 
popular savings and issuing bonds. So the big question is, 
particularly given the fact that state-guaranteed interests 
are at an all-time high and that state securities are the 
best kind to have, who will invest here? When in reality 
returns on investments have been lagging far behind the 
interest rates. Can this contradiction be resolved? 


[Bod] Undoubtedly, this is how interest rate levels have 
evolved. The only way Hungarian investors can obtain 
loans is at a higher rate. Now, however, the situation is 
further aggravated by the fact that savings are at a high 
level. Some of these savings the state is using to finance 
its own deficit. It makes little difference that the banks 
have money; they are reluctant, or we could even say 
unwilling to lend. This because they have already burnt 
their fingers once, and pretty badly, before 1992. We— 
meaning the experts of the National Bank, and financial 
specialists in general—are in a difficult situation, 
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because while on the one hand we need to praise caution, 
on the other we must also recognize that the only way to 
bring about economic growth is by getting the money to 
the investors, As far as | am concerned, | am doing 
everything | can to ensure that interest rate levels are 
neither too low, not too high, and that the Hungarian 
banking system becomes a reliable source of lending. To 
reliable, Hungarian investors. 


[Havas] It would be nice to have a few numbers that 
could be considered cornerstones for the current year. 
We have already talked about the budget deficit Which 
Attila Karoly Sos has recently estimated to be at 240 
villion [forints}]. We should also talk about the rate of 
inflation. Am | correct in recalling that originally the 
government would have liked to see it be kept between 
13-15 percent? 


[Bod] Between 14-18, or 15-19 percent... 


{Havas} OK, but to hear 20 percent being discussed as an 
optimistic estimate? 


{Betlen] | would add one more thing. In 1991-92, you 
predicted a zero to two percent increase. The projection 
was the same, or a little higher for this year. Your 
previous prediction did not materialize. Are you still 
sticking with the figures for this year? 


[Bod] There are many of us whose projections did not 
materialize, after all, most people had thought that 
within its own environment the Hungarian economy 
would grow slowly, but steadily. In 1992, this change— 
because there has been some change—did not start on | 
January as had been anticipated, and it took until 
September-October before we could see any movement. 
I do not know what last year’s GNP was because the 
statistical office will not have that information available 
until August. So everyone is guessing. Those looking at 
tax revenues, as does the Ministry of Finance, talk about 
negative five percent. | do not like to discuss our own 
savings figures because I often receive very angry letters 
from people. Such as the one from Mrs. Kovacs, a 
widow, chiding me for writing about savings when she 
has nothing to put away. I know that there are a lot of 
people who cannot put anything away, but the fact is that 
there are savings. And the amount suggests that the 
economy has a sector that perhaps is not included in the 
statistics. Still the fact is that it exists and that it is 
generating money. 


{Havas} Many claim that one of the ways some entrepre- 
neurs have managed to avoid paying taxes has been by 
keeping their money in an account which they can 
manipulate using various financial maneuvers. Conse- 
quently, the 1,000 billion forint savings figure men- 
tioned here, for all practical purposes, is not a realistic 
figure. We cannot feel happy about expansion in this 
area knowing that at the same time the percentage of 
people who can afford to save has declined by one-third. 
Which is an indication of large-scale pauperization. 
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[Bod] It is difficult, at least from the bank's perspective, 
to determine who is doing the saving for the accounts are 
anonymous. We know the size of the average account, 
but from that it is difficult to determine how many 
people have accounts. Sociological studies, however, 
have shown that there is a stratum which cannot spend 
its entire income. For an entrepreneur, managing the 
resources of his business may initially intertwine with his 
family budget. As soon as he starts to branch out, grow 
and manage his own accounts he will prefer to keep the 
money of his business separately in the bank without 
mixing it with his own. So anyone can make a guess. You 
are right, I was more optimistic last year. And now I am 
a bit more optimistic again because the figures that | 
have at my disposal reflect mixed economic results. The 
picture is not tragic. What it seems to indicate is that 
there is income generated by the economy which unfor- 
tunately the tax authority is unable to access. So the tax 
burden is not borne equally by all, and these numbers do 
not show up fully in our statistics. So the picture is 
somewhat brighter than it was before, but still darker 
than what we would like to see. 


* Economy Takes Toll on Private Sector 


93CH0676A Budapest HET] VILAGGAZDASAG in 
Hungarian 22 May 93 pp 102-106 


[Article by Istvan M. Erdelyi and Tamas Szalai: “Private 
Firms in Crisis; Palaces Depending on Interest Rates” (a 
play on words)} 


[Text] Do the star managers running Hungarian enter- 
prises, which during the decline of the former system got 
off to such a fast start and were heralded with so much 
fanfare, possess the abilities needed to take on problems 
in times of trouble? The first difficult test to face the 
domestic private sector has just begun to unfold in recent 
months in the closely interconnected fields of computer 
technology, communications and office technology, 
where the recession, inflation, competition, shortage of 
capital and deficient business management know-how 
have forced once very promising enterprises into debt, 
into or on the brink of bankruptcy, or at least into a crisis 
situation. 


The Kontrax Group, which declared bankruptcy on 4 
May, will probably be used in university textbooks as an 
example of an exponentially growing private enterprise 
that had responded to its problems in the market place 
with a policy of “aggressive marketing” and further 
expansion, only to end up in irreversible indebtedness. 
There are many indications that explosive growth may 
also be followed by a stormy collapse. 


“Our goal is to make Kontrax the largest domestic 
private enterprise,” declared President and General 
Manager Gabor Dicso, who together with his family 
owns more than two-thirds of the enterprise conglom- 
erate, at the firm’s April 1991 general meeting. In 
retrospect, his statement may actually appear well 
founded. Compared with 1987, when the empire’s 
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embryonic founder, the |5-member Kontrax Small 
Cooperative formed to sell copying machine conducted 
140 million forints worth of business, last year the 
Kontrax Group earned 6.9 billion forints in sales. As the 
volume increased so did the number of employees, rising 
to 145 in 1989, 250 a year later, 800 in 1991 and 
reaching 1,000 by the end of last year. To house its 
growing staff, in 1992, the company completed construc- 
tion of a brand new office building, estimated by the 
president-general manager to be worth one billion 
forints, in which only one U.S. buyer “with temporary 
liquidity problems” has shown any interest. The turning 
point in the expansion of the Kontrax enterprise came in 
the spring of 1991. By that time the sharp discrepancy 
between Kontrax's aggressive market expansion strategy 
and its assets of only 200 million forints became clearly 
evident. In order to redeem its promissory notes and 
credit obligations, and because banking costs had tripled 
in the meantime, they decided to call in some capital and 
to effect certain organizational changes in the firm. This 
involved the listing of the firm's two key branches, office 
technology and telecommunications, responsible for 
more than 40-40 percent of its total volume, respec- 
tively, on the stock market; at the same time, the parent 
firm retained its control functions in the form of a 
holding company. 


In the appraisal that preceded the reorganization, the 
accounting firm of Coopers and Lybrand had estimated 
the total value of Kontrax’s two main branches to be 
more than 3 billion forints on the basis of its perfor- 
mance between 1989-91, of which “intellectual assets,” 
that is the professional know-how of management and its 
employees, the circle of customers and its exclusive 
accounts, amounted to 95 percent. In the end, to “tame”’ 
this overly optimistic appraisal, the parent firm allotted 
500 million forints in intellectual assets each to the 
newly formed subsidiaries of Kontrax Office Technolo- 
gies, Inc. (KI, Inc.) and Kontrax Telekom, Inc. (KT, 
Inc.), joining with new capital investors. 


It is quite possible that at one time the parent firm's 
intellectual assets were worth a total of | billion forints, 
but the 600 million forints brought into the venture by 
the new foreign partner Maxwell East European Partners 
during the period of forced expansion, and the 400 
million earned from the sale of shares when the firm 
went public in the end did not put sufficient resources at 
its disposal, barely allowing it to convert its outstanding 
obligations into capital, which later turned out to be a 
fatal mistake. 


The two new Kontrax offsprings proved to be disap- 
pointments from the start. For instead of the projected 
15 percent increase in prices during this period in 
Kontrax’s markets, prices actually dropped by 10 per- 
cent and the firm’s total volume of trade fell 30-50 
percent short of expectations. Already during its first 
year of operation, KT, Inc. only realized 40 percent of its 
projected profits before taxes, and KI, Inc. generated 
only 55 percent. The total consolidated before-tax profits 
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(not including accumulations) generated by the enter- 
prise group in 1991, amounted to a mere 137 million 
forints, falling far short of the 510 million forint figure 
laid down at the March 1990 general meeting. This also 
explains why Kontrax’s attempts to attract more capital 
in 1992 failed. 


Smaller than anticipated earnings can only lead to 
indebtedness if in the meantime operating costs— 
advertising and marketing expenditures, long-term 
investment and staff expansion—are allowed to develop 
as planned. This is exactly what happened at Kontrax: 
while in 1989, the group’s outstanding debts and notes 
amounted to a little over 650 million forints, by the end 
of 1991, these obligations swelled to 1.7 billion, and this 
year surpassed 4 billion. According to published data, in 
1991 KI, Inc. alone squandered 100 million forints on 
marketing, and on the basis of its TV and newspaper 
adds and the notoriously elaborate Kontrax press con- 
ferences one can only cimex that for the group as a whole 
these kinds of expenditures must have reached several 
hundred million forints. 


Market difficulties and the resulting financial problems 
did not escape the attention of management entirely, but 
in search of a solution they opted to move full steam 
ahead. Two years ago, KI, Inc., which deals in copiers, 
fax machines and office telecommunications equipment, 
invested 400-450 million forints in building an Eastern 
European trade network, which further aggravated the 
firm’s debt situation. “Today, particularly in Bulgaria 
and Romania, we are seeing exactly the same kinds of 
excellent business opportunities opening up to Kontrax 
as those we saw in Hungary in the early 1980’s,”’ insists 
Gabor Dicso, whose ambitious plans evoke polite smiles 
from competitors. The fact is that last year, Kontrax’s 
earnings from this region amounted to 580 million 
forints, and this year they hope to reach the 1.4 billion 
mark. 


Despite its ambition to conquer the Eastern European 
market, since its self-declared bankruptcy on 4 May, the 
Kontrax group today is barely worth 3 billion forints. 
For the intellectual assets judged to be so valuable by 
Coopers and Lybrand have since proven to be volatile. 
Precisely because of its unstable financial situation, 
Kontrax has lost many of its extrapreferential contracts 
and laid off 40 percent of its highly trained staff. 


Still Gabor Dicso insists that the problems his firm is 
facing are financial, not market-related in nature: 
Besides finding new markets, for example, KI, Inc. is 
awaiting the implementation of a concession-based local 
telephone network expansion program which he hopes 
will commence already this summer; after the necessary 
statutory regulations are put into place this should pro- 
vide KI, Inc. with outstanding opportunities. Once they 
see this, theorized the president and general manager, 
the creditors will accept the company’s proposal for 
rescheduling its debts. 
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Gabor Dicso's confidence does not quite square with the 
fact that presently KT, Inc. only has one project of 
significance to base its hopes on, namely the plan by the 
First Pest Telephone Company, Inc. (EPT), an organiza- 
tion with 2 billion forints in fixed assets, to invest seven 
billion forints into installing 94,000 telephone lines in 
which KT, Inc. is both part owner and primary con- 
tractor. Liquidity problems, however, have already 
forced EPT to convert much of the 35 percent it had 
listed upon its creation in the spring of 1992 as fixed 
assets into cash. Currently it is in control of only 6.5 
percent of its assets, with 12 percent having recently 
been acquired, with the help of Postabank, by 
Muszertechnika [Instrument Technologies] which 
among local telephone companies is one of its chief 
rivals. 


On top of everything, Kontrax has become entangled in 
a settlement dispute with the EPT, as a result of which it 
has also become significantly indebted to its subcontrac- 
tors. Also casting a shadow on the EPT deal is the 371 
million forint promissory note affair that has torpedoed 
an extrabankruptcy agreement. What happened, after 
Kontrax’s difficulties were revealed, was that the current 
holders of the EPT-guaranteed notes have gotten no 
cooperation from the EPT, which now retroactively 
questions the legal authority of the two board members 
who had signed the agreement to act on its behalf. 
Adding spice to the whole affair is the fact that earlier 
Kontrax had agreed to cosign for EPT for a | billion 
forint Swedish government loan to buy a telephone 
center, of which 850 million forints are still listed in the 
debt column of Kontrax’s books. So if for some reason 
EPT did not pay, Kontrax’s debt burden would increase 
to 5 billion forints overnight. 


‘“Kontrax, which is supposed to be EPT guarantor, has 
not done a perfect job in working out a financial settle- 
ment,” said EPT President and Manager Ferenc 
Hamori, who happens to be also a department head of 
MATAV [Hungarian Telephone], Inc. If for no other 
reason, the increasingly precarious status of KT, Inc.'s 
only significant account is noteworthy because according 
to the Kontrax bankruptcy settlement plan KI, Inc. is 
identified as the only ‘viable’ Kontrax firm still to be 
listed on the stock market with which the enterprise 
group’s two key members, Kontrax Holding and KI], Inc. 
are expected to merge. 


According to some experts in the field it is only a matter 
of days before we will find out whether or not bank- 
ruptcy proceedings will be initiated also against Controll, 
Inc. The firm’s apparently fatal “‘organic deformations” 
were leaked at the end of April in connection with a 
personal news item, when it was learned that one of its 
founders and star managers, Geza Kelemen, had been 
fired from his position as chairman of the board and was 
replaced by Gabor Duha, one of the seven private 
owners. It could not be kept a secret for long that the 
change of personnel at the helm had been prompted by 
serious liquidity problems plaguing the company: it 
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lacked sufficient funds to make the scheduled payments 
on its obligations that had swollen to 1.3 billion forints. 


The heyday of the Controll conglomerate, which having 
gone through every conceivable organizational form 
since its establishment in 1981 now also includes a score 
of mutually independent businesses in fields other than 
computer technology, was in 1991, when its total trade 
volume reached nearly 2.8 billion forints, including 150 
million forints in profits. Last year, its sales dropped to 
2.5 billion, although, they say, it still ended the year with 
60 million forints in the profit column. The organiza- 
tional restructuring implemented in 1990, had been 
designed as a step in the expansion process—and a way 
to compensate for the shortcomings of the less profitable 
computer technology branch—involving the breaking up 
of the firm into a central property management holding 
company and about a dozen smaller organizations. 
“Every one of these required new assets,”’ points out one 
of the former principal players, “cars and computers, all 
of which contributed to the dissipation of Controll’s 
strength.” The new businesses, however, including the 
Hill head-hunter firm, a quality improvement consulting 
firm, a property appraisal company and the Hungar- 
obroker securities brokerage firm, have not made up for 
the increasingly slower flow of profits. Statements made 
by Geza Kelemen last year suggest that Controll has also 
tried to establish itself in other areas: ‘“‘Controll Hold- 
ing’s aim is to cooperate with the AVU [State Property 
Office], in other words, to participate in the competitive 
bidding announced by the agency for property manage- 
ment contracts”; however, this has failed to remedy its 
deep-seated problems. 


Observers close to the firm have attributed this failure to 
years of unbending insistence in the computer markets 
on greater than 100 percent profit margins and its 
inability to part with the course of extensive develop- 
ment after the shortage markets had disappeared. ‘In 
1985-86, during the height of private imports, no one 
had to search for working assets or credits for that 
matter, as they were always advanced by ‘ants’ engaged 
in ‘out-of-pocket import’ activities,’ reminisced 
someone who had witnessed that golden age, “and it was 
enough to pay them after the firm has sold the product. 
in the euphoria of seeing the volume of trade increase a 
thousandfold within just a few years, we have failed to 
recognize when to tighten our belts.” 


And it is true: Controll embarked on building its new 200 
million forint headquarters, using 100 million forints in 
credit, after the entire industry had already fallen into a 
slump, and last year, with still more than 200 people on 
its payrolls, the firm still had 50 VW Golfs on the road. 
While financing its expenditures with loans carrying 
bank interest rates of 40 percent, Controll’s sales have 
become restricted to state tenders with profit margins of 
around 10 percent. under such circumstances not even 
the winning last week of the competition, announced by 
the Interior Ministry, by the Controll-Microsystem- 
Muszertechnika consortium can provide quick relief. 
Under the terms of the announced tender for computer 
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and office technology equipment, the winners have 
agreed, through the end of 1994, to offer the organiza- 
tions under the Ministry of Interior as well as to the local 
governments procuring from them a 10-15 percent dis- 
count from the lowest price at which they offer their 
products around the country, and to start deliveries 
according to the still unpredictable rate at which bud- 
getary payments are disbursed. 


Foreign suppliers have also not made things easier for 
Hungarian private entrepreneurs. Having changed strat- 
egies at the turn of 1991-92, the large domestic computer 
technology firms have gradually stopped selling no-name 
clones from the Far East, which heretofore have 
accounted for much of their success, and in the name of 
quality improvement they have entered into distributor- 
ship and retail sales agreements with well-known U.S. 
firms, such as Hewlett Packard in the case of Controll. 
The big guns, however, as it has since turned out, do not 
consider filling the orders and addressing the service 
problems of their small Eastern European retailers to be 
their top priority. “It is not the U.S. super firms’ 
problem if our customer leaves us or penalizes us for 
nonperformance,” Hungarian distributors complain. 


Since 1990, Kelemen and his associates have probably 
recognized that expensive credits cannot become the 
engine of lasting development in an underfunded busi- 
ness. “‘Controll’s fate will depend on its ability to attract 
capital,’ said the president on several occasions. The 
hopes, however, have not come true: One alternative, the 
limited sale of shares, has flopped due to a lack of 
suitable strategic investors; the other option, i.e., the 
open invitation of capital through the stock market was 
scrapped because the president did not think that the 
back then still attainable issue price of three to four times 
the face value was insufficient. 


Already a few months ago, Controll’s business partners 
started noticing some suspicious signs: The firm became 
unable to meet its delivery contract obligations (which 
given their stock levels they could have never met), and 
some of its sales associates—of less than exemplary 
organizational loyalty—started cutting “private” deals 
with their customers, competing with their own firm 
from within. The actual dimensions of the crisis became 
evident, when despite its guarantees, Controll, Inc. 
proved to be unable to settle a 200 million forint bank 
debt accrued by one of its insolvent subsidiaries, Leasing 
Economic Services, Inc., as a result of which its creditor, 
the Hungarian Credit Bank [MHB] took action to 
impound the company’s reserves. The same problematic, 
and on paper at least 400 million forints worth of 
inventory which, although at a drastic discount could 
have been sold earlier at a still tolerable loss. It is true 
that doing so would have meant having to confront the 
possibility that a ‘“‘nonglossed over’’ deficit-showing bal- 
ance would not be viewed favorably by the banks, 
including besides Controll’s main creditor, MHB, such 
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institutions as the Merkantil Bank, Agrobank, Invest- 
bank and OTP [National Savings Bank] with out- 
standing demands of 50 million to 120 million forints, 
and that they might suspend payment of future loans. 


The disastrous, crash-bound nature of the collaboration 
between the enterprise and the financial institutions was 
recently also alluded to by deputy general manager of 
MHB Maria Sarudi, who said: “A possible bankruptcy 
action would tantamount to a professional fiasco for the 
bank.”’ So there is a chance that even in this hopeless 
situation for reasons of prestige the bank will continue to 
extend loans to Controll, whose total assets, including its 
headquarters building, barely amount to | billion 
forints. The crisis management program which creditors 
have been trying to outline behind closed doors so far 
has only produced one tangible plan in the form of a new 
Organization, called Controll Commercial, Ltd., formed 
to help retain the firm’s current accounts and larger 
customers. Within the past two months, Controli, Inc. 
has been reduced in size to a staff of only about 50, while 
its laid-off or voluntarily departed former associates are 
working hard to preserve their ties with their former 
customers forming private ventures of their own. Having 
broken free from the entrepreneurial ‘“hydrocephaly” 
“embodied” in Controll Holding, they hope to continue 
what they have been doing in a profitable manner. 


[Box, p 106] 


Partners in Trouble 


Peter Vadasz, one of Microsystem’s owner-managers, 
strongly objects to anyone even mentioning his firm, 
which was “only” deficit-producing last year, in the same 
breath with the already bankrupt Kontrax, or the bank- 
ruptcy-bound Controll. Actually the reason why 
Microsystem’s relatively less serious problems have 
received the kind of wide publicity now cursed by the 
firm’s leaders is because its successes were also treated 
with louder than normal fanfare. Still proudly displayed 
in Microsystem’s conference room is a large-sized photo 
taken during a visit there by Charles, the Prince of 
Wales, which was not the only time high-ranking govern- 
ment visitors were taken to Microsystem to witness a 
miracle. In 1991, even the world press took notice of the 
fact that two such highly specialized organizations as the 
European Bank for Reconstruction and Development 
(EBRD) and the Hungarian-American Enterprise Fund 
(MAVA) picked Microsystem as the best suited Hun- 
garian enterprise to join in partnership with to the tune 
of 15 and 13 percent, respectively. 


The brainchild of five engineers, later turned majority 
stockholders, Microsystem was formed in 1983 for the 
purpose of developing software, and until mid-1991 its 
story had indeed been one of unqualified success. In 
1986, Peter Vadasz, then still welcoming with open arms 
the fall of market prices which had helped to boost its 
firm’s volume of trade, attributed his company’s huge 
500 million forint sales volume and sales-proportionate 
profits of around 15 percent to the activities of a new 
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type of business activity, the sale of personal computers 
(PC’s). And the best was yet to come: Two years later, it 
conducted 800 million forints worth of business, fol- 
lowed by a billion and a half’s worth in 1989, clearing 9 
and 12 percent in profits, respectively. And even 1990 
was not a bad year: 2.3 billion forints in total volume 
yielded a 7-percent profit before taxes. 


The turning point came in 1991: Although Microsys- 
tem’s returns from sales continued to grow to over 3 
billion forints, its gross profits dropped to 2 percent, 
clearly illustrating that the principle of “large volume, 
small profit” can only be taken so far. By that time the 
firm had already accumulated nearly | billion forints in 
short=term debts and accounts due against 280 million 
forints in assets. Although the firm’s balance of pay- 
ments is not yet available for last year, it appears certain 
that in 1992 its total sales had dropped below 2 billion 
forints with losses amounting to around 250 million 
forints, although it should also be pointed out that for 
now at least Budapest Bank has reported a decline in the 
pe outstanding debts to a manageable 300 million 
orints. 


The PC trade, which once made Microsystem rich, has 
now caused it to lose money. Profit margins, which in the 
closed socialist “markets” could reach as high as 100 and 
even 200 percent now, as a result of the combined effects 
of foreign and domestic competition, the slump in the 
world computer markets and the recession have now 
sank below 20 percent, while the cost of doing business— 
i.e., of marketing, maintaining the business network, 
financing existing stockpiles, wage payments and, of 
course, bank interest rates—have risen along with the 
rate of inflation. “The demand today is limited almost 
exclusively to state institutions and the banking sphere, 
as the once well-paying state enterprises have gone 
bankrupt, exports have disappeared, and even if they do 
buy PC’s the new small private firms tend to buy the 
cheapest products available, steal their software and 
show no interest in additional services,” we were told by 
someone in the business. Nor has it helped matters that 
since 1988, Microsystem has expanded its profile to 
include the marketing of telephone equipment. Develop- 
ments in this sector—for the most part due to a lack of 
statutory regulations that might curtail MATAV’s posi- 
tion of monopoly—have fallen far short of expectations 
as the low volume is still coupled with a huge overhead. 
“At one time we thought that telephone and office 
technology would soon account for at least half of our 
overall volume,” said Vadasz, “computer technology, 
however, continues to make up two-thirds of the total.” 


If the ur proprietors—Peter Vadasz, Andras Csicseri, 
Peter Maros and chairman of the board since the first of 
the year Tamas Schereiber—who today own little over 
50 percent of Microsystem, only had their own money at 
stake their situation would not have received this kind of 
public attention. The problem is that the group picture 
now also includes some “strange” bedfellows. ‘‘We were 
looking for partners outside the profession,” said Vadasz 
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in a February 1992 interview with SLAMITASTECH- 
NIKA [Computer Technology], “because we wanted to 
avoid having to wake up one day with a foreign infor- 
mation technology firm prescribing for us even the color 
of the tie we had to wear to work.” Then in November of 
last year he told NEPSZABADSAG: “The most expe- 
dient thing to do would be to offer a part of our shares to 
several financial investors. This way perhaps we would 
not be subjected to as much reproach in hindsight.”’ But 
today he is saying directly the opposite: ‘An investor in 
our profession would have a better understanding of the 
causes of our troubles; financial experts tend not to 
concern themselves with such matters.” 


Behind this change of positions lies a virtual “life or 
death” struggle among the owner partners, who are in a 
special situation on both sides. EBRD and MAVA are by 
no means your usual foreign investors; they are organi- 
zations accountable to foreign governments and tax- 
payers, which risk money belonging to others, while the 
Hungarian owners are private persons, who at the same 
time are also responsible for managing the day to day 
operations of the firm. Moreover—and both foreign 
partners now recognize that this is a disadvantage—they 
are coming from a technical, not and economic back- 
ground; they are experts, who have an emotional attach- 
ment to the computer profession. “It is easy to sell water 
in the Sahara,”’ says Charles Huebner, general manager 
of MAVA’s Budapest office, alluding to the fact that 
Microsystem and other similar firms had been cata- 
pulted to prominence by the vacuum effect of an under- 
supplied market place and not by their ability to stand up 
to tough competition. “Like we, Western investors 
should have been able to recognize in advance that the 
world market recession would also affect our part of the 
globe,”” counter such arguments Vadasz and his associ- 
ates, adding with dismay that the foreign owners’ exten- 
sive network of contacts have not landed them a single 
new order. 


While it will be difficult for either partner to place the 
blame squarely on the other for lacking adequate fore- 
sight, the issue of responding quickly to problems as they 
arise is a different matter. “In Hungary it is common 
even among private firms to find managers who have no 
idea what is going on in their businesses and who 
continue to insist on boosting the volume when it may 
already be clear that they are losing money on every 
transaction, and when it is hard to even tell whether or 
not a customer has already paid,” complains Huebner. 
“They say that we in the West are obsessed with 
demanding precise quarterly costs-earnings statements.” 


It is possible, of course, that had the foreign investors 
been provided precise information it might have caused 
the deal to unravel at the outset. Forced into the uncom- 
fortable position of having to explain themselves, the 
parties affected now point out that an audit conducted in 
accordance with international regulations into the firm’s 
1991 balance of payments revealed that they had been 
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creating profits by posting fictitious sales of Corvina- 
bank shares, which later ended up costing the firm 7 
million forints in unnecessary tax payments. Another 
shadow of suspicion in the first round was cast not 
directly over the firm, but over the Solomon Brothers 
(SB) consulting firm, itself a 3-percent partner in 
Microsystem, which had set up the original offering of 
shares and put the firm “against the light.” What hap- 
pened was that the offer to issue shares at 390 percent of 
value had been based on Microsystem’s audited costs- 
earnings statement for the first quarter of 1991, which 
had not yet given any cause for concern. Then shortly 
before the invitation of subscriptions in January 1992, 
SB produced a supplementary document which, finan- 
cial investors now complain, stated that since the last 
audit no significant changes had occurred in the situa- 
tion of the firm. 


Michael Fortier, an SB associate involved in the matter 
at the time, who, incidentally, still believes that in the 
long-run the investment will pay off, insists: “Every 
investor understands that a certain amount of time needs 
to elapse between a balance audit and the invitation of 
subscriptions. What happens at the firm in the meantime 
is something that we can only apprise investors about on 
the basis of the management’s own accounts, which is 
what happened in the case of Microsystem.” There is no 
denying that in a statement to “NAPI” in January 1992, 
Peter Vadasz had estimated his company’s profits for the 
previous year to have been around 150 million forints. 
One cannot help but conclude that a system of internal 
communications that makes it possible for a balance of 
accounts prepared only two months later to show less 
than half that amount is a rudimentary one at best. 
‘What foreign investors bought was not Microsystem’s 
profits, but its past and its future,”’ retorts Vadasz to 
such assertions. 


“Yet today there is a great deal remaining to be done in 
order to insure Microsystem’s future. Cost-intensive 
commercial activities will have to be scaled back, or be 
strictly limited to the sale of complex information sys- 
tems representing extensive professional know-how and 
added value; in the area of telephone communications 
we need to ride out the storm by adopting cost-saving 
measures,” said Company President Tamas Schereiber, 
stressing that the firm’s results for the first quarter were 
better than last year at this time, and that there is a good 
chance that the projected volume of | .5-2 billion forints 
in sales can be realized as projected. ‘Now that Kontrax 
and Controll have been declared bankrupt, Microsystem 
and Muszertechnika are in position to also gain control 
of their markets,” says Miklos Polgar, president of the 
firm’s board of directors, with confidence. The foreign 
owners, however, remain nervous, working to gain 
majority control or at least the support of other small 
partners so that they can replace the present manage- 
ment as soon as possible with people they consider more 
suitable. 


—by Gyorgyi Kocsis 
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* Provisions of New Electoral Law Discussed 


93EP0289A Warsaw RZECZPOSPOLITA 
(EVERYDAY LAW supplement) in Polish 2 Jun 93 p 
1] 


{Article by Danuta Frey: “Only the Strongest Will Get 
In”) 


[Text] According to a new election law, in the elections 
to be held in the fall of 1993, 391 deputies from district 
lists in 52 multiseat election districts and 69 deputies 
from national lists are to be elected. 


The voter must be at least 18 years old and a Polish 
citizen. Those elected to the Sejm must be Polish citizens 
and 21 years old, and have resided continuously at least 
five years in the Republic of Poland. 


There is a new threshold for the division of seats. Seats 
will go only to those candidates from district lists that 
receive at least 5 percent of the votes nationally and 8 
percent in the case of election coalitions (unless no one 
reaches those thresholds). That does not apply to the 
organizations of ethnic minorities. 


From three to 17 deputies are to be elected in the 
election districts that include the area of one voivodship 
(only in the Warsaw and Katowice voivodships—parts 
of them). An election committee can nominate one 
district list and one national list in each election district. 
Parties, political and social organizations, and voters 
represented by election committees have the right to 
nominate a list of candidates for deputy. The district list 
must be supported by at least 3,000 signatures of resi- 
dents of the given district. A voter, however, can give his 
signature to more than one list. 


An election committee that registers district lists in at 
least half of the election districts can submit further lists 
without signatures. Parties, organizations, or election 
coalitions that had at least 15 members in their clubs in 
the Sejm at the beginning of the term do not have to 
collect signatures. 


An election committee that registered district lists in at 
least half of the electoral districts can submit a national 
list, and election committees of organizations of ethnic 
minorities that register district lists in at least five 
districts may submit a national list. There must be at 
least 69 candidates on the national list. 


One can vote only in person in voting districts including 
500 to 3,000 residents. The law also calls for the creation 
of voting districts in hospitals, social-aid centers, and 
penal institutions, on ships, and abroad. 


Voting by secret ballot, the voter puts an “x” in the 
square to the left of the name of one of the candidates on 
a list to indicate in that way his priority for that seat. It 
is equivalent to voting for the entire list. A vote will be 
invalid if an “x” is placed next to the names of two or 
more candidates from different lists or if there is no “x” 
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at all. But writing additional numbers and names or 
making other types of additions does not affect the 
validity of the vote. 


The election campaign will begin on the day the presi- 
dent issues the decree for elections and will end 24 hours 
before the voting day. Each voter can collect signatures 
in support of lists, campaign on their behalf, distribute 
election programs, and organize election rallies. Placards 
and election slogans, however, can only be placed on 
buildings and fences by permission of the owner. 


Placards cannot be put up either in or on the buildings of 
the government administration or local administration, 
courts, military units, or police units. Conducting elec- 
tion activities in those places is also prohibited. 


If false information or data are disseminated, the con- 
cerned party can ask the voivodship court to confiscate 
the publication and order a correction. The law estab- 
lishes the way in which public radio and television are to 
” used during the election campaign, for free or for a 
ee. 


The state budget will cover the cost of the election. The 
election committee must have its own funds. It can 
organize public collections, but it cannot use state funds 
or local government or accept gifts from foreign individ- 
uals. The committees must also keep a list of the sources 
of their funds. Only then can they seek a subsidy in 
conjunction with the expenditures incurred for election 


purposes. 


Elections to the Senate, which will be conducted together 
with the election to the Sejm, will be held according to 
the “old” law. 


* Baltic Naval Maneuvers With NATO Members 
Described 


93EP0290A Warsaw POLSKA ZBROJNA in Polish 
9-10 Jun 93 p 1 


[Article by (Raj.): “Anaconda Helicopters Over the 
Baltic”) 


[Text] The multilateral naval maneuvers that have been 
taking place since 8 June on the Baltic Sea are not NATO 
exercises, the official announcement of the German 
defense ministry declared. 


“Baltic Operations 93” began on Tuesday. As for years, 
they were organized by the U.S. Navy and the naval 
forces of Germany, Finland, and Sweden. This year, for 
the first time, ships from the Polish and Russian Navies 
were invited. Estonia, Latvia, and Norway are being 
represented by military observers. 


These maneuvers are definitely setting a precedent. The 
Pentagon recently reported that, “because of the 
changing situation in this part of Europe (central- 
eastern—author’s note), the ‘Baltops’ exercises over a 
period of | 1 days will involve the air and sea forces of 13 
countries.” 








32 POLAND 


The United States has been organizing “Baltops” 
maneuvers for over 20 years. In the past, only a few 
NATO allies participated. Not this year. As the Penta- 
gon’s press spokesman, Bob Hall, announced, for the 
first time such untraditional participants as Poland, 
Russia, Finland, Estonia, Latvia, and Lithuania will 
conduct peaceful and nonaggressive naval operations 
jointly with the ships and helicopters of the countries 
that have been conducting these maneuvers for a long 
time: the United State, Denmark, and Germany. The 
object of this phase of the exercises will be to strike at air, 
sea, and underwater targets and render mines harmless. 


The participation of our Navy in these maneuvers, in 
addition to its symbolic significance, is the best oppor- 
tunity to establish and perhaps renew contacts and 
obtain experience on operational and tactical training 
questions with ships that sail under other flags on the 
Baltic. 


On 9 June, the Polish rescue ship Piast, commanded by 
Lieutenant Commander Jozef Kaczmarski, will join the 
maneuvers. The next day the Piast will conduct rescue 
operations together with rescue helicopters. They will 
have the following assignment: employ various heli- 
copter methods of rescuing shipwrecked people and 
transport them to a rescue ship or a ship of an accom- 
panying group. Rescuing shipwrecked people from the 
water by an M-24 PS helicopter with special pneumatic 
floats is planned. On 11 June, the Piast will sail to the 
port from which it left. 


After the maneuvers, from 20-23 June, as naval tradition 
dictates, one of the “Baltops”’ participants, the U.S.S. 
San Jacinto, a missile cruiser, will enter the port of 
Gdynia. An invitation to anyone wishing to visit it has 
already been issued. 


This year’s “Baltops”’ exercises are devoted primarily to 
search-and-rescue operations. The efficiency and joint 
cooperation of various countries will be determined. The 
Piast does not have to prove anything. It made a good 
showing during the Persian Guif war in Operation 
“Desert Storm.” 


* Promotional Group To Amplify Military- 
Industry Needs 


93EP0290C Warsaw SPOTKANIA in Polish No 20, 
20-26 May 93 pp 20-21 


[Article by Robert Moren: “A Ticking Bomb”] 


[Text] The situation in the Polish military industry is to 
be improved by, among other things, the organization of 
a promotional group and the appointment of a special 
council for defense-industry affairs. 


The organization of the assembly at which Polish 
defense-industry production is to be described was ini- 
tiated by some large military enterprises. Kielce was 
selected as the place of the assembly to be held early in 
September. The event (the largest of its type) in Poland 
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was Organized by the Swietokrzyska Development and 
Promotion Regional Agency S.A. in Kielce, the Kielce 
Fairs Center, and the Business Center-Exbud Co., Ltd. 


In the opinion of Roman Musial, director of Mesko 
Metal Plants in Skarzyska Kamienna, the military 
industry is not in a state of collapse, only in a state of 
deep depression due to the fact that it is too large and not 
sufficiently modern in many fields. The promotional 
exhibit should help to restructure it and also, thanks to 
the presence of foreign investors, at whom this event is 
primarily directed, bring in new technologies. 


The Kielce exhibit is being held at approximately the 
same time as a similar exhibit in Sopot, which Director 
Musial says does not properly represent the interests of 
Polish weapons plants to foreign contractors. The Kielce 
event will have an international character, and its mis- 
sion is to be “the development of cooperation among 
defense industries of particular countries for mutual 
security in Europe.” Talks pertaining to cooperation 
within the Poland-Slovakia-Czech Republic-Hungary 
quadrangle and with representatives of the NATO coun- 
tries are planned. 


The Kielce exhibit is supported by the Army, which will 
be supplied on the Polish market. 


“That is what all armies of the world do,” Lieutenant 
Colonel Janusz Zylinski, of the Polish Army General 
Staff, said to SPOTKANIA. It is based on national 
patriotism. Also, because of that patriotism, the Polish 
Army does not plan any procurement of equipment from 
the West, according to Zylinski. 


The organizers of the Kielce exhibit have the support of 
the Polish Government. The Honorary Committee 
includes the ministers of foreign economic cooperation, 
internal affairs, industry and trade, and national defense. 


On 6 May, a meeting important to the military industry 
was arranged by the National Security Office at the 
instructions of President Lech Walesa. Representatives 
of Polish special-production plants discussed the future 
of the military industry for four hours at the Ministry of 
National Defense conference center. In addition to Pres- 
ident Walesa, Prime Minister Hanna Suchocka, Deputy 
Prime Minister Henryk Goryszewski, and many minis- 
ters were witness to and participated in the discussion. 
The meeting was arranged by the National Section of 
NSZZ Solidarity Armaments Industry, and its main 
purpose, according to Jerzy Milewski, head of the 
National Security Office, was to “give impetus to the 
practical solving of problems in the defense industry so 
as to permit union leaders to restrain the growing pres- 
sure by the workers to strike.” 


Waclaw Niewiarowski, minister of industry and trade, 
compared that strike pressure to a “constantly ticking 
bomb.” Niewiarowski reported that ‘“Balcerowicz’s line 
in the government’s economic policy was supplemented 
by state interventionism in the good sense of that word.”’ 
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That means that a protective umbrella would be pro- 
vided to the military industry. According to Minister 
Milewski, that cannot serve as a protective shield for bad 
management. 


The government reported that an interministerial 
Defense Industry Council, under the direction of Deputy 
Prime Minister Goryszewski, would be appointed. 


President Lech Walesa criticized the government very 
sharply, demanding that military-industry problems be 
solved more rapidly. He gave the newly appointed 
council until the end of May, otherwise “‘it, too, will be 
dissolved.”” Walesa expects, as do the unionists, that the 
newly appointed council will work out solutions that will 
lead to debt reduction in the weapons plants and enable 
them to start up new production programs. 


The so-called negative list, covering countries to which 
Polish military equipment cannot be exported, also 
provoked controversy among those at the meeting. It will 
probably be subjected to verification, during which, 
according to Goryszewski, the main criteria in estab- 
lishing such a list will be cost-effectiveness. 


“We inherited from the Polish People’s Republic a 
weapons industry that is too large and whose production 
profile is unsuitable for the Third Republic,” Minister 
Jerzy Milewski told SPOTKANIA. “Some of the plants 
must therefore stop special production and convert to 
civilian production. Others, however, should be restruc- 
tured.” 


A decision was made, therefore, as to the indispensibility 
and usefulness of the defense industry in the structure of 
the Polish economy, a decision its workers had been 
waiting for for over a year. The weapons industry will 
not only survive, but will also become one of the priority 
sectors of the economy. 


* Military-Industry Restructuring, Union 
Problems Noted 

93EP0290B Warsaw POLSKA ZBROJNA in Polish 4-6 
Jun 93 pp 1, 5 


[Interview with Roman Czerwinski, deputy secretary of 
state in the Ministry of Industry and Trade, responsible 
for armaments, by Apolinary Wojtys; place and date not 
given: “Not To Grow Moss”’] 


[Text] [Wojtys] How are you getting along with the trade 
unions in the defense industry plants? Because they are 
rather active and radical in their demands, are they, in 
your opinion, performing a constructive or a destructive 
role? 


[Czerwinski] The unions are defending the employees in 
a very direct way, sometimes not perceiving the long- 
range interests of a given plant. That is why there are 
often differences of opinion between them and the 
ministry or the enterprise managements. In any case, 
those opinions seldom change when, for example, a 
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union activist becomes a member of the workers council 
and must make substantive and concrete decisions. But, 
on the whole, I believe that the role of the trade unions is 
very positive because everyone, even the person in a 
management position, likes to “grow moss.”” Sometimes 
that ends badly. That is why the incessant forcing by the 
unions of everyone around them to “exercise their 
minds” produces various, new, and better solutions. If, 
therefore, the union demands are held within certain 
limits of reality, that is most often a constructive and not 
a destructive element. 


[Wojtys] What have the union and the ministry been 
able to construct thus far in the armaments industry? 


[Czerwinski] We have been able to come to a complete 
agreement on the problem of transforming factories into 
companies and on the forms of work-force participation 
in those transformations. 


[Wojtys] You have also agreed that those transforma- 
tions should take place as quickly as possibly. Yet the 
draft resolution about putting the defense plants on the 
fast track of privatization has not yet reached the Sejm. 


[Czerwinski] But work on that problem has not stopped. 
The basic problem for us right now is not how fast the 
factories transform themselves because, after all, we still 
have available to us the slow track of the minister of 
ownership transformations. The basic problem is which 
plants, in the last analysis, will be determined to be 
armaments plants. 


[Wojtys] Presumably that has already happened.... 


[Czerwinski] On Thursday (3 June), at a working 
meeting of the Council of Ministers, it was determined 
that there would be 31 of those plants, in three or four 
holding companies: aviation, classic armaments (includ- 
ing missiles), armored equipment, and radio- and opto- 
electronics. Four other factories will be added to that. 
Some details remain to be worked out, and that is why a 
complete list of armament plants will not be published 
for another week. 


[Wojtys] Will only the government maintain them? 


[Czerwinski] No, the government will retain only a 
controlling amount of the stock. However, the market 
will exercise its effect. The government will not domi- 
nate, for example, as the minister of ownership transfor- 
mations would like, but neither can that be completely 
excluded. On the one hand, the state in all cases must 
have an effect on the scale and type of production in 
those factories; on the other hand, they, too, must have 
an input. That is how it is throughout the world, and 
there is no point here in trying to demonstrate any 
originality. 


[Wojtys] To put it explicitly, will you be following the 
example of Swidnik? 


[Czerwinski] That is a good example because, for three 
years, it has been obvious that the traditional road of 
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transformation for capital plants, which the ministry of 
ownership transformations is opting for, is rather unre- 
alistic in the case of the armaments industry. Possibly, 
let us say, foreign investors are not thinking about the 
development of specialized production but, rather, 
about eliminating it. And we simply do not have that 
much private Polish capital. Thus, WSK (Transportation 
Equipment Plant) Swidnik appears to be the most favor- 
able option. Having been a State Treasury company for 
rather a long time, it has not ceased in the least to be 
enterprising, and the results are increasingly evident. 
And obtaining a certificate for Sokol is really a new 
chapter in the factory’s history. 


[Wojtys] Except that it is too bad the Americans delayed 
that so long... 


[Czerwinski] It is no secret: The market also had some- 
thing to do with that—the international market this 
time. 


[Wojtys] But let us return to our own bailiwick and to the 
trade union-government relationship. What else is now 
making both sides happy? 


[Czerwinski] There is now full concurrence between us 
about the tendency to create concerns or branch holding 
companies. We all agree that “big may be more” and that 
two plus two in economics sometimes means not four 
but five. Furthermore, in consultation with the Ministry 
of Defense, we determined that the military would place 
its orders primarily in Polish factories. And one more 
thing: the problem of the so-called negative list. We are 
trying not to deny the armaments industry access to 
potential sales markets, particularly those of the Third 
World countries, where, because of the ratio between 
prices and quality, our products are competitive. 


[Wojtys] What are the main points in the “divergence 
protocol” in your talks with the unions? 


[Czerwinski] Finances, and once more finances, 
including debt-reduction in enterprises. The expecta- 
tions of the unions, particularly in comparison with the 
capabilities of the State Treasury, are too high. I do not 
deny that the costs borne by the plants in connection 
with the maintenance of special production capacity in 
case of war should be refinanced. In any case, that went 
into motion in May, and we have already paid the first 
part. But there is no way that 100 percent of that can be 
refinanced—maybe 30 percent, maybe 50 percent, but 
not all of it. That is simply unrealistic, and no talks, even 
the longest, will help. Nor will overstating the costs help, 
as some plants are trying to do.... Very soon we will begin 
to verify them. 


[Wojtys] And what about debt-reduction for the facto- 
ries? Can all of them be treated equally, and can that 
problem be settled by the same regulation or method? 


[Czerwinski] That is exactly what the unionists are 
thinking. Their demand is very simple: Freeze the debts. 
But obviously that cannot be done. Therefore, we want 
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to go down the road outlined by the law on restructuring 
enterprises and banks. It makes it possible to come to an 
agreement between the armaments industry and its cred- 
itors. Many enterprises are already taking such measures, 
and we are supporting them. If possible, I would like at 
this point to appeal to the banks to enter more boldly 
into such talks and arrangements. Really, their role is not 
simply to multiply the safe profits but to also take risks. 
They should not “grow moss,” either. 


[Wojtys] To show that something like that is really 
possible, can we use the example of Mielec? 


[Czerwinski] WSK Mielec is at this moment preparing to 
enter into an arrangement. Hydral and Bumar are doing 
the same. Although there is no plant yet in which that has 
been completed, there are a good number of them that 
are on the verge. But, more important than debt reduc- 
tion is that the plant, as a result of that process, gain 
some perspective of functioning and development and 
not just temporary financial improvement. 


[Wojtys] Which armament plants now have such a 
perspective? 


[Czerwinski] Out of 30 enterprises, two-thirds show clear 
signs of economic revival. 


[Wojtys] To whom do they owe that—themselves or 
you? 


[Czerwinski] Primarily and mostly themselves. 
[Wojtys] Can you name the best ones? 


[Czerwinski] They are primarily the firms connected 
with the chemical industry: Bierun and Krupski Mlyn, 
which, until the accident, was really doing well (the 
official cause of the explosion at that plant will be known 
at the end of next week—ed.note.) In addition, three 
aviation firms: Swidnik, which right now is showing a 
good operating profit; Hydral, where certain conversion 
measures are beginning to pay off; and WSK Rzeszow, 
which is approaching profitability. I must say that those 
plants that opted for export of the “black technolo- 
gies” —services and products from their forging shops, 
foundries, and so forth—are doing better all the time. 
Radwar and recently Okecie are also usually among the 
leaders. 


[Wojtys}] And who will have to be rescued by extraordi- 
nary means? 


[Czerwinski] Probably Pionki’s Pronit. 


[Wojtys] But that was one of the first plants that divided 
and separated purely military production from the other. 
And that was in conformity with the erstwhile tendencies 
from the “top.” 


{Czerwinski} And it was a mistake. 


[Wojtys] We foresaw that when we wrote about the 
“Arming of the Third Republic.” 
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[Czerwinski] Precisely. Although we are not against the 
formation of smaller worker companies based on arma- 
ments enterprises, those companies must be the “‘daugh- 
ers” of a certain arrangement, benefiting the entire 
““family.”” The experience of not only Pionki tells us that 
splitting off the strictly special production and forming a 
separate factory ends badly. That is why we believe it is 
best when the concentration of production for the mili- 
tary in the plant does not exceed 30 percent. The rest 
should be civilian production. 


[Wojtys}] And what will happen with Pionki and Pronit? 


[Czerwinski] We will soon make a very detailed eco- 
nomic and organizational examination of the firm—that 
is, of that part of it over which we still have oversight. 
Then decisions will be made. What kind? It may be, for 
example, that we will put in a board of commissioners 
and restructure the factory “by command”’ because, as 
you correctly observed, in this case it is not just a matter 
of the plant, which could really be liquidated and pro- 
duction moved elsehwere, but, rather, a matter of the 
whole town. Certainly, that will not be an easy task. We 
are working on the problem. 


[Wojtys}] Mr. Minister, a very comforting general conclu- 
sion for the armaments-industry unionists emerges from 
our conversation—namely, that the Ministry of Industry 
and Trade wants to consider both the economic realities 
of the functioning of that specific branch of our industry 
and the social issues connected with it. 


[Czerwinski] Yes. That cannot be settled strictly 
according to the wishes of the unions—that is, to leave 
the industry just as it is in order to assure them wages 
and jobs and, in addition, to provide them with addi- 
tional funds for it to function. I repeat: That is com- 
pletely unrealistic. Restructuring the armaments 
industry is a part of the restructuring of all Polish 
industry. And that is why, while maintaining a certain 
separateness and special treatment, characteristic of the 
defense industries of all of the countries in the world, we 
cannot comply with the wishes of the unions. Times are 
such that positive effects can be obtained only by joint 
action and not by an escalation of demands or an 
insistence on something that cannot be done. The gov- 
ernment supports, financially and politically, its own 
credible programs for restructuring particular plants. 
The example of Swidnik is instructive. 


a Economic Program Presented by 
iec 


93EP0289C Warsaw TYGODNIK SOLIDARNOSC in 
Polish No 23 4 Jun 93 p 19 


[Article by Robert Jastrzebski: “Siec Has a Program”’] 
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[Text] On Thursday, 27 May 1993, a meeting of the 
National Accord of the Factory Commissions of Siec 
[network of Solidarity organizations in Poland's largest 
plants] was held, this time at the T. Sendzimir Steel- 
works in Krakow. Representatives of 54 factory commis- 
sions came to the meeting. 


The first issue voted on concerned the suspension of the 
Regional Board of the 10 factory committees in Lower 
Silesia that created regional structures of Siec. The 
resolution adopted by Siec demands restoring the sus- 
pended factory commission to its union rights. 


‘We must support those from Lower Silesia and not fear 
such activists as Wojcik,” said Marek Lenartowski in 
discussing the resolution. “Mr. Wojcik is acting like the 
former activists of the Central Council of Trade Unions, 
who also suspended commissions, lorded it over union 
members, and so forth.” 


Later, they concentrated on the main subject of the 
deliberations or, better, on three closely connected 
Ones—presenting the basic plan for the 300-million 
program, the outline of an economic plan, and the 
charter of the Unaffiliated Forum on Behalf of Reforms. 


The economic program Siec has offered is a 180-degree 
turn from the one now being implemented. It is based on 
the materials of the IMF and the reports on the state of 
the Polish economy and calls for a departure from classic 
macroeconomic theory to a Keynesian model, and it 
assumes the existence of unexploited creative factors in 
our economy: capital and labor. “In Poland, we are 
dealing with a typical Keynesian crisis,” say the pro- 
gram’s architects. 


The most important element of economic growth is 
privatization on the principle of universality, which, as 
Siec thinks, the program developed by the Ministry of 
Ownership Transformations does not guarantee, halting 
corruption in the administration (a proposed law has 
been prepared) and a departure from the bureaucratized 
processes for transforming ownership. 


An integral part of Siec’s economic program is the 
300-million program. Capital coupons valued at 300 
million zloty [Z] would be the investment credit each 
citizen would get from the state treasury. The interest on 
the credit would be about 3-5 percent annually and 
would be paid off over 20 years. The money could be 
earmarked for production and nonproduction goods— 
for example, an apartment. The creation of investment 
opportunities for society is the chief idea of the program. 


‘When people have something, they think more,” said 
one of the leaders of Siec. ‘““When they have nothing, they 
only make demands.” 


“The cost of the Program for General Privatization is $1 
billion over 10 years (about Z17 trillion). Our program 
costs practically nothing,” said the chairman of the 
Program Council, Dr. Andrzej Bartek Mirecki. “The 
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Program for General Privatization does not guarantee 
economic growth; ours does.” 


Siec has already taken its economic program to the 
president. There it was decided that Andrzej Olechowski 
would form a group to verify the Accord’s proposal. 


On Siec’s initiative, an Unaffiliated Forum on Behalf of 
the Reforms, which is to promote the economic program 
and the 300-million program, was founded. The 
founding meeting of the forum, which has the status of 
an association, has been held. A charter was adopted, 
and a program council and a temporary board were 
elected. Now they are waiting for registration by the 
court. 
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In all of the actions that it takes, Siec expects the support 
and approval of the president. In the “Position Paper on 
Taking Actions Necessary to Social and Economic Sta- 
bility in Poland” it has adopted, it demands “rapid 
actions, putting the social and economic scene in order” 
from Lech Walesa. Those actions are the formation of a 
nonpartisan government, giving the government special 
powers to restructure the economy, and holding a refer- 
endum sponsored by the president on “the basic Consti- 
tution and economic issues of the state.” 


“If the president does not perform those duties that are 
incumbent upon him, he will lose our trust and support,” 
says the end of the ‘Position Paper.” 
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‘Forgotten’ Hungarian Minority in Moldavia 
Viewed 


93CH0695A Frankfurt/Main FRANKFURTER 
ALLGEMEINE in German 7 Jun 93 p 12 


{Article by Reinhard Olt: “The Forgotten Minority— 
The Csangos Want To Regain Their National Identity”} 


[Text] Csiksomlyo, early Jun—Among the already col- 
orful native costumes of the Pentecostal pilgrims at 
Csiksomlyo (Sumuleu), the costumes of the Csangos are 
particularly conspicuous. The people, who are wearing 
dresses, blouses, aprons, short coats, and doublets, as 
well as brightly colored shawls, also stand out from the 
other pilgrims on account of their darker skin coloration. 
Whereas 200,000 Hungarians from the Szekler region of 
Transylvania come to the shrine of Saint Mary in buses 
or in one- or two-horse buggies, these long-distance 
travelers, whose features are tanned by rain and wind, 
come by foot over the passes in the Carpathian Moun- 
tains. Their religious singing sounds more moving, their 
genuflecting and their crossing themselves makes a dis- 
tinctly arduous impression upon the observer. What 
connects these worried-looking and shy people with the 
masses of the other believers is being able to worship 
God in the Hungarian language—and doing so at loca- 
tions where they cannot be just simply denied that 
privilege. 


Three of the women have been invited to visit with 
visitors from the West. The delegation of the Federalist 
Union of European Minorities (FUEV), which is headed 
by the Austrian international law specialist, Ermacora, 
would like to speak with members of the minority group, 
the existence of which has only been hinted at in the 
West since time immemorial. The tongues of the shy and 
fearful women did not become loosened until they were 
in the quiet of a monastic retreat in the Franciscan 
monastery of Csiksomlyo. The Csangos are the Hun- 
garian minority in the Moldavian part of old Romania 
who have been almost forgotten because they are barely 
recognizable as being of Hungarian origin. Some 
150,000 Csango-Hungarians live in a square-shaped area 
bounded by Bohus/Buhusi-Bako/Bacau-Trotus/ 
Tirgu-Faget/Ghimes; they have been more than 90- 
percent Romanianized. Although, according to official 
data, some 5 percent of them still speak Hungarian and 
6.5 percent consider Hungarian to be their mother 
tongue. And yet their old-fashioned Hungarian language 
compares to high Hungarian somewhat like middle-high 
German compares to high German, according to experts. 


If it were not for their Catholic faith, the Csangos would 
already have lost the last vestiges of their national 
characteristics, says Maria Petras, the most eloquent and 
most informative of the three women. She comes from 
the village of Klesze (Cleda), the name of which may 
only be used publicly in Romanian—much like her own 
family name which she is permitted to use only in 
Romanianized form as Patrase. Maria Petras reports 
that Leon Pista, the village priest, has prohibited his 
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parishioners from speaking Hungarian at home. The 
Roman Catholic clerics in general, in contrast with the 
church in Transylvania, are not concerned with pre- 
serving the national identity of the faithful in the Csango 
region. In another village, according to Mrs. Petras, the 
pastor of Vasile Redu responded publicly to a demand 
by the Csangos to have services held in their mother 
tongue by saying: “You do not have a chance anymore; 
you are far too Romanianized for that.” When Hun- 
garian television visited, he managed to claim that the 
language spoken by the Csangos was a Romanian dialect; 
he said that there were absolutely no Hungarians in the 
Moldavian region. A folklorist and collector of ballads, 
who was asking about indications of popular culture, 
customs, and practices was told by the pastor contemp- 
tuously: “These idiots have no popular culture.” 


Now, the Csangos are organizing—at least the more 
courageous among them. They have dispatched a dele- 
gate to the RMDSZ, the “Democratic Association of 
Hungarians in Romania.” This representative, Mihail 
Barko, is a teacher. He is attempting to secure school 
instruction in the mother tongue in the Csango area. The 
Romanian education authorities prohibited him from 
doing that in classrooms at the school at which he works; 
thereupon he transferred this course of instruction, 
without hesitation, into the open. The local Romanian 
press was quick to respond with the criticism that Barko 
was engaging in “Magyarization policy.” 


Courageous Csangos rebelled when their children were 
told at school and during religious instruction that 
Hungarian was the language of the Devil. They also 
protested against priests and teachers who beat children 
whom they found speaking Hungarian. And they turned 
to the responsible bishop as well as to the pope when they 
found out that a priest had excommunicated those of his 
parishioners who were demanding that the liturgy be 
held in Hungarian. 


They received no response. And yet Bishop Stefan 
Gergel of Iasi had a pastoral letter read from the pulpits 
of his diocese on the occasion of the 1991 Census in 
which, according to the credible assurances of the 
women and representatives of the RMDSZ, he posed the 
all-too-simple comparison: “You are Roman Catholics; 
you belong to Rome; Rome stands for Roman; Roman is 
equal to Romanian; so profess that to which you 
belong—Romanianism.” Archbishop Lajos Balint of 
Weissenburg (Alba Julia/Gyulafehervar) admits that he 
has no influence over his official brethren at Iasi and 
Bacau; both of them had unanimously declared the 
‘problem to be nonexistent.” 


The representatives of the RMDSZ and representatives 
of the Csangos accused the members of the Catholic 
Moldavian clergy, in the presence of the FUEV delega- 
tion, of outright assisting and abetting in the denation- 
alization of the Csango minority. They accused the 
responsible dignitaries of being of service to the 
unbroken Romanization policies of Bucharest. The three 
women claimed that the Csangos still had their own 
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Hungarian-language schools in the 1950’s and had been 
recognized as an independent minority. Under Ceaus- 
escu, a systematic effort had been initiated to deny them 
their minority character and to compel them to identify 
themselves as “Catholic Romanians.” At that time, 
according to a representative of the RMDSZ, the Secu- 
ritate was particularly watchful with respect to the sem- 
inary for priests. The new priests were required to first 
attend a school upon which the Securitate had laid its 
hand. And he added: “Today, in the Romania of Iliescu, 
things do not appear to be much different.” 


How to stop this cultural and identity loss? Ermacora 
asked those concerned to document their life situation in 
an unassailable manner and to present it via the RMDSZ 
to the FUEV and, thus, bring it before the European 
Council. If Romania wishes to acquire membership at 
Strasbourg, it must submit to a critical test of its nation- 
alities policy. Neither the current treatment of the Hun- 
garians in general, nor the situation of the forgotten 
religious-cultural minority of the Csangos, does any 
credit to Bucharest, according to the impression which 
exists within the FUEV delegation. 
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as npmatanes, Conservative Semematts Dusty 


93CHO710A Bratislava SZABAD UJSAG in Hungarian 
6 Jun 93 p2 


[Article by -pogany-: “Coexistence Herald”) 


[Text] The first meeting between the Conservative Dem- 
Party and the Coexistence Political Movement 
took place yesterday, in the Coexistence Central Office. 


The Conservative Democratic Party was represented by 
its chairman, Dr. Pavol Hagyari, and its deputy 
chairman, Jozef Bednar. Chairman Miklos Duray, 
Deput Chairman Jozsef Kvarda, MP Miklos Feher and 


Erzsebet Pogany appeared for Coexist- 
— 


At the meeting, the two sides assessed the political and 
economic situation in Slovakia. They to exchange 
views regularly, and eventually to also joint 
actions in areas with ethnically mixed populations. The 
purpose is to avert the conflicts that the government is 
creating artificially, through its policy of confrontation. 


Pavol Hagyari and Miklos Duray both accept early 
elections as a possible solution to the political and 
economic crisis brewing in Slovakia. 

In conjunction with early elections, they have agreed to 
cooperate also in the sense of projecting before the voters 
the ibilities of cooperation, instead of maintaining a 

tational tone during the election campaign. 

The topic of discussion at the next meeting of the two 
political forces will be the draft of a constitutional law on 
solving the situation of Slovakia’s national common- 
wealths and ethnic minorities. 


* Roundtable: NARODNA OBRODA, Duray, 
Others Participate 
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[NARODNA OBRODA and UJ SZO roundtable discus- 
sion, with Miklos Duray, chairman of the Coexistence 
Political Movement, Bela Bugar, chairman of the Hun- 
Christian Democratic Movement, and Kalman 
spokesman of the Hungarian Civic Party; mod- 
erated by reporters Juraj Alner and Eszter Csizmar, place 
and date not given: “A Radical Change Is Necessary”) 


[Text] The editorial offices of NARODNA OBRODA and 
UJ SZO invited the representatives of the Hungarian 
parties in Slovakia to a joint roundtable discussion. On 
behalf of their respective movements and parties, the 
invitations were accepted by the following: Miklos Duray, 
chairman of the Coexistence Political Movement; Bela 
Bugar, chairman of the Hungarian Christian Democratic 
Movement; and Kalman Petocz, spokesman of the Hun- 
garian Civic Party. Our objective was to clarify the 
standpoints and expectations, as well as certain questions 
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of the relations between Slovaks and Hungarians, rela- 
tions that at present are described as strained. That label 
is often associated with misunderstandings between poli- 
licians, rather than between the residents of areas inhab- 
ited by ethnic minorities. 


NARODNA OBRODA: Are your statements to be 


regarded as personal opinions, or are you a the 
views of your parties’ leaderships and members 


Miklos Duray: The standpoints are personal. There are 
internal differences within every democratic party, but 
the proposed solutions and draft programs are based on 
consensus. 


Bela Bugar: We are conveying the standpoints of our 
movement. Our national convention has discussed also 
the principles of the minorities bill. Our movement is 
unanimous. 


UJ SZO: It is often said that the Hungarian parties’ 
proposals reflect merely the demands of certain 
extremist politicians. Are your constituents familiar with 


your proposals, and do they agree with them? 


Bela Bugar: The delegates of all our locals are present at 
our conventions. The proposals are debated in the dis- 
tricts even before the conventions. Consequently, the 
proposals reflect the views of our constituents. Our 
movement regards as its duty the representation of its 
constituents. 


Miklos Duray: I am being called an extremist only in the 
Slovak media and, among themselves, by the Hungarian 
Communists. According to the latest opinion poll, my 
approval rating among [ethnic] Hungarian voters is 66 
percent. Consequently, our constituents do not regard 
our policies as extremist. 


NARODNA OBRODA: Do you agree with the view that 
the Hungarian parties are pursuing the same objective, 
and only their methods differ? 


Miklos Duray: There are four [ethnic] Hungarian par- 
ties. There are constant consultations between the two 
parliamentary parties. We are not always unanimous, 
but there are no differences of principle between us. 


NARODNA OBRODA: Regarding the future, do you 
think it is conceivable that—in, say, 20 years from 
now—the areas inhabited by ethnic Hungarians will be 
independent of the Slovak government; that the weak- 
ening of borders will bring them closer to Hungary; and 
that regional policy will bring about a rapprochement of 
the ethnic Hungarians in Slovakia, Romania and Vaj- 
dasag [Vojvodina]? 


Miklos Duray: It is difficult to predict even what south 
Slovakia will be like in five years from now. The impor- 
tant thing is that there be no fundamental differences 
between the regions of Central Europe. They must be 
established on the basis of principles that will satisfy the 
population, regardless of which country it is living in. It 
is essential to eliminate tensions that breed suspicion 
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regarding the borders. The idea of open borders is a good 
one, but it does not solve the problems if open borders 
cannot function within and between states. When asked 
recently in Budapest when would Slovakia establish a 
new border-crossing point in eastern Slovakia, Minister 
Moravcik replied: Only when Hungary guaranteed the 
inviolability of the Slovak-Hungarian border. In my 
Opinion, it is a mistake to set such conditions. 


Bela Bugar: Municipalities must be strengthened as 
much a possible, and they must be enabled to make 
decisions independently. It will be up to them to decide 
whether they will want to cooperate with foreign regions 
in the future. 


[Petocz] The West European model of questioning bor- 
ders starts out from the principle that borders are super- 
fluous. In certain countries of East Europe, the purpose 
of questioning borders is to change them. Hungary and 
the parties in Slovakia favor the West European model. 
But cultural and national identity must be preserved, 
and guarantees are necessary to ensure equal economic 
and social opportunities for the Hungarian minority. 


UJ SZO: Many people interpret Coexistence's proposal 
for territorial reorganization, and also its concept of 
autonomy, as something directed against Slovakia’s ter- 
ritorial integrity. 


Miklos Duray: Territorial integrity applies only to 
national borders. Within them, however, self- 
administration must prevail as the basis of the state’s 
organization. The conceptual plans introduced by the 
government do not meet these fundamental require- 
ments. That is why also the Kassa [Kosice] congress of 
the Association of Slovakia’s Towns and Villages has 
rejected the government's conceptual plan. Our ideas 
regarding territorial division are very close to those of 
the Association. These ideas are not at all extremist. 


Bela Bugar: Any proposal can be rejected, but first it 
must be considered. We believe in dialog. 


[Petocz] The former countries of East Europe have still 
much to learn before they master civil society's princi- 
ples. That society is based on various forms of autonomy 
and self-administration. Our meaning of autonomy is 
that there are groups that differ in some respect from the 
majority and are able to assert their interests. 


NARODNA OBRODA: The critical and even rejecting 
standpoint of the Slovak side is defensive and stems 
from knowing the history of the Hungarian attitude 
toward Slovak territory. At the Congress of Slovak 
Intellectuals held in Eperjes [Presov], for instance, his- 
torian Ladislav Deak criticized from that standpoint the 
[proposed] Carpathian Euroregion. The Slovak side is 
critical of the absence of convincing guarantees. 


Bela Bugar: There is also a Ukrainian minority living 
here, and Ukraine is a neighboring country. Passage of 
the minorities bill, adoption of the concept of minorities, 
will be the guarantee. 


JPRS-EER-93-065-S 
8 July 1993 


Miklos Duray: Naturally, Slovak concerns about viola- 
tions of the country’s territorial integrity must be dis- 
pelled. But I do not think that guarantees will solve this 
problem. One can give any kind of guarantee, with a 
mental reservation that he will violate the guarantee at 
the first opportunity to do so. Only a system acceptable 
to the citizens can enable them to feel at home in their 
country. Without such a system, no declaration can 
provide security. 


[Petocz] There is a system of European guarantees, the 
European security system. Another guarantee will be 
that both countries are pursuing the course of democ- 
racy. If the ethnic Hungarians get the rights to which they 
are entitled, the problem will cease. 


NARODNA OBRODA: There is the theory of gradu- 
alism. Once cultural autonomy is achieved, there will be 
demands for territorial autonomy, and the concept of 
nation will be substituted for the concept of ethnic 
minority. Indeed, Mr. Duray is already speaking of a 
conation. Beyond a certain point, it will not be possible 
to stop the trend demanding independence of the state. 


Miklos Duray: In every functioning democracy the indi- 
vidual territorial units are independent of the center, and 
only the laws are an exception in this respect. Regarding 
gradualism, we saw a gradual decline among the ethnic 
Hungarians in Slovakia; their self-awareness has begun 
to develop since 1990. I realize that the uninformed 
Slovak citizen can be frightened by telling him that ‘‘the 
Hungarians want something again."’ Of course they do. 
But the Slovaks, too, want the same thing. If, on the basis 
of certain distinguishing features, a sort of internal 
independence of ours evolves, we will have guarantees 
against negative trends. Citizens are unable to offer such 
guarantees; only the legal system is able to do so. 


Bela Bugar: We have made clear on several occasions 
that we can proceed only constitutionally and in agree- 
ment with the pertinent international documents. There 
is no need to fear any further steps. After all, Parliament 
refuses to take even that first step. 


[Petocz] Eventually the regions will form unions on the 
basis of economic advantages, rather than on the ethnic 
principle. What we have in mind is solely cultural and 
educational autonomy. 


NARODNA OBRODA: The farther from Pozsony, the 
closer to Budapest. 


Miklos Duray: The farther from Pozsony, the closer to 
Kiev or Moscow. 


Bela Bugar: The same could be said also of Kassa. 


NARODNA OBRODA: We are talking about the prob- 
lems of south Slovakia. Many of those problems have 
been created artificially. By politicians. 


[Petocz] When the mass media mention the Hungarian 
question, in most cases they present it in an unfavorable 
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light. The population of south Slovakia gains its infor- 
mation also from Hungary's media. There, too, the 
media are not always of the highest level professionally. 
Although there have been signs of some improvement 
lately. 


Miklos Duray: Indeed, the problems do not originate where 
Slovaks and Hungarians are living together. The problems 
arise on the initiative of government agencies and cabinet 
members. It was not we who created a problem in conjunc- 
tion with bilingual road signs. It was the Ministry of 
Transport. 


Bela Bugar: The average persons has to concern himself 
with his livelihood. When the government takes a step, it 
is our duty to know what two further steps will follow. In 
the village where the school is functioning, nobody feels 
that there is a problem. But there is no guarantee that the 
school will be functioning in the next school year as well. 


NARODNA OBRODA: Section 34 of the Slovak Constitu- 
tion guarantees the (minorities’) “right to education.” 


Miklos Duray: That right merely means that we may be 
educated. It does not mean that we may participate in 
the educational process. 


Bela Bugar: There is an enormous difference in compar- 
ison with the Council of Europe Recommendation No. 
1201, issued in February 1993. Chapter 8, Section 2, of 
that recommendation reads: ‘“‘The members of national 
minorities have the right to establish and direct their 
own schools and other educational institutions.” 


NARODNA OBRODA The members of other minori- 
ties claim that you people are presenting to Parliament 
draft documents that you prepare for yourselves, without 
consulting them about such documents. 


Bela Bugar: The minorities bill applies to every minority. 
A month ago we gave copies of the draft bill to represen- 
tatives of the various minorities. 


Miklos Duray: We gave everyone copies of the docu- 
ments adopted by the Coexistence Congress. When we 
formulate the rights of the non-Slovak collectives living 
in Slovakia, the formulation must satisfy the largest as 
well as the smallest groups. There cannot be ten separate 
constitutional laws. We have to raise the standards high 
enough to satisfy every group. Thereafter everyone is not 
obliged to exercise every right. 


UJ SZO: Parliament will pass the minorities bill only if you 
succeed in gaining the support of a majority of the Slovak 
parties. 


Bela Bugar: We gave the text of the draft bill to the 
political parties already in December. We awaited their 
response and the commencement of a dialog, but nothing 
happened. At their respective press conferences, the 
individual parties merely rejected the bill out of hand. 
We held official talks with the KDM [Christian Democratic 
Movement]. They support cultural and educational 
autonomy, but not the entire bill, because, in their opinion, 
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it would give us too many rights. The DSZM [Movement for 
a Democratic Slovakia] did not respond to the bill but is 
continually accusing us of wanting to secede. 


Miklos Duray: That draft bill was merely a working 
paper. We are now working on a new version, in which 
especially the part pertaining to autonomy will be elab- 
Orated in greater detail. 


NARODNA OBRODA: In the draft bill you speak of 
national minorities, rather than of ethnic minorities. 
Many people have already criticized that. 


Miklos Duray: It is a mistake to attribute political 
meaning to an ethnic concept. Hungarians do not need 
to define themselves as a nation. They already constitute 
a nation. The Hungarians living in Slovakia also belong 
to the Hungarian nation. From a political viewpoint, 
they do not. That is something entirely different from the 
ethnic nation. The word minority merely expresses the 
numerical ratios of the individual groups. 


[Petocz] There is nothing we can do about it if Slovak 
linguists insist on calling our commonwealth an ethnic 
minority. Even though other languages—English, for 
instance—use the term “national minority.” 


NARODNA OBRODA: The idea of one nation could lead 
to an interpretation such that there is no difference between 
ethnic nation and political nation. Consequently, the 
dividing line between them is not self-evident either. 


Miklos Duray: As long as we are able to make a distinc- 
tion between ethnic and political nations, this line of 
reasoning is meaningless. If we distinguish the two 
concepts also in the real world, we could arrive at the 
point where an ethnic nation living on the territories of 
several states might constitute a so-called federal ethnic 
nation, bonded together by its common culture. The 
citizens of a country constitute a political nation, but it is 
not necessarily united from the viewpoint of culture. The 
concerns are being raised artificially. 


Bela Bugar: In Slovakia there are considerable concerns 
regarding the country’s neighbors. We expect everyone 
to pounce on us at the first opportunity. 


[Petocz] Various traumas do exist here. The trauma of 
Trianon is present not only in Hungary, but in Slovakia as 
well. The solution will be a lengthy process. That process 
includes also mutual confidence-building, as well as regional 
and economic initiatives for European integration. 


Miklos Duray: To the extent that the concerns are 
warranted, they indicate the existence of unsolved prob- 
lems. And such problems then trigger society’s unnatural 
behavior. 


Bela Bugar: There are concerns also on our part. Why are 
we merely talking about the problems, while nobody is 
solving them? Why do they want to remind us only of 
what steps the Hungarians had taken a hundred year 
ago? And is that sufficient reason not to guarantee the 
Hungarian minority’s rights? 
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[Petocz] The problem cannot be considered out of its 
context. The present government wants to keep everything 
firmly in its own hands. A radical change has to be achieved. 


NARODNA OBRODA: Mr. Duray, you told the SME that 
you trust neither the present government nor the DBP 
[Party of the Democratic Left]. Then who are your natural 
allies? 


Bela Bugar: All parties of the democratic persuasion. In 
some respects, our relations with the Christian Demo- 
cratic Union are unresolved. The newly formed parties 
have not declared their positions so far. Perhaps coop- 
eration with them may prove feasible. 


Miklos Duray: Cooperation is possible only with a party 
that does not base its propaganda on an enemy image. 


[Petocz] We regard ourselves as a liberal party. Conse- 
quently, our partner ought to be of the same persuasion. 
Besides ourselves, regrettably, there is not another liberal 
party in Slovakia. The Conservative Democratic Party 
comes the closest to us. 


UJ SZO: In conjunction with Slovakia’s accession to the 
Council of Europe, Madame Lalumiere told LIDOVE 
NOVINY that the Slovak leaders had promised to be 
receptive to the Hungarian minority’s demands. The Hun- 
garian parties had introduced a draft resolution on this 
question in the Slovak Parliament, but the draft resolution 
did not pass. Will the government solve the problems that 
the experts of the Council of Europe have called to its 
attention? 


Bela Bugar: A distinction must be made between a declara- 
tion of intent on the one hand, and concrete steps on the 
other. We are familiar with the obligations that members of 
the government have assumed; these obligations were 
included in our draft resolution. I do not think the Council 
of Europe would agree with solutions limited merely to the 
phonetic transliteration of given names and placenames. 


Miklos Duray: I know of the statements made by the 
government’s representatives mostly from reports of the 
Council of Europe, rather than from the Slovak media. 
Starting out from the Slovak Parliament’s refusal to 
adopt a standpoint on the conditions set by the Council 
of Europe, I have my doubts as to whether Slovakia’s 
government and Parliament will accept as binding the 
recommendations of the Council of Europe. 


{Petocz] I can imagine that the government might par- 
tially guarantee the use of given names and bilingual 
placenames, but I am convinced that it will be unable to 
solve the problems in a principled manner. 


* Hungarian Minority Leaders on Language, 
Education 
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[Article by -ngyr-: “Coexistence Warns’’} 
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[Text] Miklos Duray, the chairman of the Coexistence 
Political Movement, Arpad Duka Zolyomi, its deputy 
chairman and parliamentary leader, and Erzsebet Dolnik, 
its general secretary, met with reporters yesterday, in the 
Press Club in Pozsony [Bratislava]. Commenting on the 
coordination talks among the parliamentary parties not in 
government, Arpad Duka Zolyomi expressed his opinion 
that the parties in question might agree on a government of 
technocrats whose task would be the implementation of an 
economic program for crisis management. 


Miklos Duray reverted to the latest Coexistence standpoint 
that has been submitted to the Council of Europe, and 
which all Slovak political forces without exception are 
attacking, because they regard it as an obstacle to Slovakia’s 
accession to the Council of Europe. “We want the world to 
get a realistic, rather than a positive, picture of Slovakia, 
and we have acted in a manner that is entirely lawful and 
internationally acceptable,” said the party chairman. 


Erzsebet Dolnik reported on the latest developments in 
conjunction with the schools in which Hungarian is the 
language of instruction. Efforts to remove from the 
agenda the plan to amend the principles of the Education 
Law have been successful for the time being, she said. 
The amended law would have restored the top priority of 
state interference in minority schools. It would have 
granted the right to choose the language of instruction 
not to the parents, but to the principals of the individual 
schools or to the chiefs of the education departments. 
The law would also have exposed parents to possible 
psychological pressure, in the interest of achieving the 
set objective. That unambiguous objective is to gradually 
squeeze out Hungarian as the language of instruction in 
grade schools. Erzsebet Dolnik also dwelt on the curric- 
ulum proposed for the Teachers College in Nyitra 
{Nitra], at the expense of ethnic-minority cultures. 
According to the proposed curriculum, instruction in 
Hungarian (or other native language) would be limited to 
future teachers for the first four grades, and instruction 
for future teachers in grades 5 through |2 could at best be 
bilingual, in accordance with the provisions of the Lan- 
guage Law. The proposed curriculum also states that if 
graduating students had nevertheless received instruc- 
tion in a native language, that fact would be noted on 
their diplomas, and they would be qualified to teach only 
in schools where the given language is the medium of 
instruction. The proposed curriculum also points out 
that the Teachers College in Nyitra does not have the 
money to afford instruction in a native language. 


An unpleasant scene occurred at the press briefing when 
a few [journalist] colleagues attempted to preach, instead 
of asking questions. They delivered minilectures in the 
resounding, demagogic and fault-finding tone of their 
respective political parties and movements. We will 
describe this incident in tomorrow’s issue of our paper. 
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Ex-Conservator of Dafiment Bank Interviewed 
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[Interview with Prof. Dr. Slobodan Komazec, former 
conservator of Dafiment Bank, by Biljana Stepanovic; 
place and date not given: “New Management Can Avert 
Bankruptcy”’] 


[Text] ‘ believe that it would be normal to expect the 
initiation of a rehabilitation procedure for Dafiment 
Bank, after an audit by NBJ [National Bank of Yugo- 
slavia] controllers, which provides an opportunity to con- 
solidate the bank and financially qualify it for survival. In 
the event of bankruptcy, the savings depositors would 
never be able to get at their capital, because the share of 
the inaugural fund in the bank’s total liabilities is less 
than | percent. Depositors could be partially paid off 
through the sale of property and other valuables, but 
nowhere near the full amount.” 


This is what Prof. Dr. Slobodan Komazec said in an 
interview with BORBA after his departure from the 
management of Dafiment Bank, for which he, together 
with a team of experts, was supposed to draw up a 
consolidation plan. At the beginning of the interview, 
Dr. Komazec noted that he had no desire to continue the 
“skirmishes” with bank president Dafina Milanovic 
about who did what and for what reasons, nor did he 
want to talk about her at all, if possible. He also wanted 
to keep the promise that he made during his stay at the 
bank, to the effect that he would note disclose concrete 
numerical figures that had come to his attention. 


What is completely certain in this entire situation is that 
Dafiment Bank is not an exception, but rather only the 
most drastic example of the new type of banking created 
during the period when the crisis was intensifying, and 
which lately has begun to approach its inglorious end. 


[Stepanovic] What are the reasons that fertile soil was 
created for the formation of a number of private banks 
engaged in business practices completely different from 
those recognized by the banking trade, both here and 
elsewhere in the world? 


{[Komazec] On the one hand, the deep economic and 
financial crisis, the social breakdown, the hopelessness of 
the large stratum of the population on the very brink of 
survival, while on the other hand the institutional void 
in terms of the founding of, controls over, and the 
operation of private banks, created a very favorable 
atmosphere for private quasi-banks (with several 
respectable exceptions) to begin springing up like mush- 
rooms after the rain. This is completely unrelated to real 
banking and its business practices. They are primarily 
savings Organizations that injected themselves into a 
vacuum because of the great lack of confidence in state 
banks and the enormous social pressure. 
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Speculative Banking 


For the majority of them, the goal was to use enormous 
interest rates, which the world does not recognize even in 
the deepest economic-financial crises, to attract the little 
bit of capital left in the hands of the population. Through 
pure financial manipulation, by erecting a wall of 
interest on top of interest, they initiated two negative 
processes. First, they themselves began to create money 
in an uncontrolled fashion, by accusing the National 
Bank and the SDK [Public Auditing Service] of never 
giving them enough money (there is no central bank and 
money printing institution that can print up enough to 
cover these interest rates), and second, through this 
behavior they destroyed the basic banking morality. 
These institutions were transformed into pure specula- 
tive financial organizations. 


[Stepanovic] How do Dafiment Bank and other financial 
Organizations similar to it conduct business, in concrete 
terms? 


[Komazec] A process was initiated in which nearly 80 
and even 90 percent of savings was simply redistributed 
within the same sector, without any bank investments 
whatsoever. Thus, only through these greater deposits 
can incurred obligations be met and interest be paid out, 
which is a pure redistribution, whereby the approxi- 
mately 10 percent surplus of payments received has been 
spent subject to no controls and is completely unrelated 
to real banking practices. That is pure speculative cap- 
ital. The moment when the first political or financial 
convulsion occurs, this capital reacts immediately. Con- 
fidence in the bank is lost, rushes to withdraw deposits 
expand on a fantastic scale, and in that case a bank 
cannot meet its obligations and it becomes insolvent. 


[Stepanovic] In your opinion, were people aware that 
they were gambling when they stood in the extremely 
humiliating lines in front of Dafiment Bank for days on 
end? 


[Komazec] One must be frank and thus admit that every 
depositor believed deep down that no bank with such 
enormous interest rates, without profitability and invest- 
ment in business, can last for long. The question was at 
what moment this chain of payments out and payments 
in would break. Many believed that this would not 
happen until they withdrew their own money. 


Conscious Risk 


[Stepanovic] Assuming that the capital is managed con- 
scientiously, are there even any transactions that are so 
profitable that they would pay such a high interest rate? 


[Komazec] There are no investments that can yield so 
much profit that interest rates such as these can be paid. 
Such a turnover of capital does not exist, even in 
importing oil and speculative deals under a blockade. 
Even if such a policy of highly profitable investments 
were pursued, with short terms and quick results, it 
would not be possible to make up for this gap, especially 
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in the foreign-exchange sector. This means that people 
consciously accepted the risk—‘‘whatever will be, will 
be.” There was no real business policy, and | do not 
know how the inadequately trained people in the man- 
agement of these banks—whose knowledge of banking 
was limited to the fact that it involves handling money— 
would even able to map out such a policy and implement 
it. The central bank was right when it proposed that 
anyone who founds a bank must have experience in that 
job. Unfortunately, here too it has encountered resis- 
tance, even in the highest-ranking bodies. I would even 
add that in addition to this professional qualification 
they should request confirmation of the neuropsycholog- 
ical state of anyone who wants to found a bank, espe- 
cially in order to be its top executive. 


{Stepanovic] Could the central bank have done anything 
to avert this sort of outcome? 


[Komazec] It is true that the central bank issued a timely 
warning and pointed out the harm of this sort of private 
banking. Unfortunately, it appears that this type of 
banking suited certain structures of society. Under the 
law, the central bank has the discretionary right to enter 
any commercial bank, conduct a detailed examination of 
its business dealings, and if it is deemed necessary, 
propose bankruptcy and close it, if it determines that 
financial impermissible dealings are going on. In our 
situation, the “big bankers” who finally revealed to us 
the “perpetuum mobile” in the creation of something 
out of nothing, had become so powerful that they did not 
let the auditors in. At that point, I personally would have 
shut down the management of a bank that obstructed the 
entry and work of the audit teams. 


[Stepanovic] Given the fact that you are one of the few 
people who have “peered” into the balance sheets of 
Dafiment Bank at least to some extent, what is the fate, 
in your opinion, of the bank and of the money that savers 
have deposited in it? 
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Hope for Depositors 


[Komazec] If the rehabilitation process were initiated 
and the bank, with the help of the Agency for Rehabili- 
tation, were to begin operating on new foundations, then 
it could be expected that the deposits would begin to be 
returned at some point. If all the money put away were 
used to pay out savings, I think that it would be possible 
from those resources to square accounts with depositors 
not only up to 5,000 German marks, but also well 
beyond that amount. Naturally, it is essential that the 
entire current management of the bank be replaced and 
that real bankers be put in the top positions. | feel that 
this is more laborious, but a sounder course that is also 
more favorable to the depositors. 


[Stepanovic] Why did you actually leave your job con- 
solidating Dafiment Bank when you must have known 
from the very outset what principle was a work here, if 
not the concrete facts? 


[Komazec] It is true that I knew what principle was at 
work here, but not the proportions of the entire situa- 
tion. If I do not have access to the real situation of the 
vaults, how much money has been taken abroad, if we 
are blocked in the most subtle figures and cannot make 
any reliable promises whatsoever to the depositors, and 
are moreover working in an atmosphere of mistrust, then 
this is an irresponsible and frivolous job. In that sort of 
atmosphere, the program that my team wanted to offer 
could not have been implemented, and the assumed 
obligations and terms with regard to the depositors are 
quickly drawing near. The business dealings of any bank 
must be strictly backed up by formal documentation, but 
here to a large extent such bank records on transactions 
did not exist, so that often the basic documentation was 
the “weak side.” 


[Stepanovic] In your opinion, are there any real pros- 
pects that Dafina Milanovic’s promise that payments 
will begin as early as midmonth will be kept? 


{[Komazec] I would be happy as a person and as an expert 
who really wants this bank to succeed if this promise 
could come true. | think that it is possible to begin 
payments in small, peripheral branches, but I am not 
that certain that this obligation can be met at the four 
biggest branches in Belgrade, at least not in a period as 
short as the one that was announced. 
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